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THE BANKER 


A Banker’s Diary 
Mid-October—Mid-November 


AN abrupt change came over the money market during 
the first week of November. Money, which previously 

had been very easy with rates running down 
i Sane to 1} per cent., suddenly dried up, and 

arket . §% 2 P 

since then rates of 2, 2}, and even 3 per 
cent. have been paid for day-to-day money, while*on 
one or two occasions only special purchases of short 
bills by the Bank of England kept the market out 
of the Bank. Discount rates hardened in sympathy 
with this shortage of funds, and in response to the gold 
losses to France, described below, and three months’ 
bills which towards the end of October were quoted as 
low as 2,'; per cent., were changing hands three weeks 
later at 2} per cent. Various explanations of this change 
have been forthcoming. The Bank return reveals a 
reduction since early October in the Bank’s holding of 
Government Securities, and also in Bankers’ Deposits, 
and this may mean that steps have been taken to pull 
market discount rates up closer to Bank rate. Another, 
and to some extent a complementary explanation, is 
that the October Treasury Bond issue was subscribed for 
heavily by special quarters, such as the Bank of England 
and Government Departments, and that these bonds 
have since been gradually sold in the market. Finally, 
the French withdrawals of funds from London, discussed 
below, must have had their effect upon the amount of 
short money available in London. 


THE failure of the Banque Adam and several smaller 
French institutions had a natural, but unfortunate, effect 

upon the confidence placed in the French 
The French panks by their customers. Steps were 


Banking 


Difticultjes T@Pidly taken to rehabilitate the Banque 


Adam, which re-opened its doors the follow- 
ing week, but meanwhile the mischief had been done. 
Numerous withdrawals of deposits took place, and a 
large number of banks felt it necessary to strengthen 
their cash resources. Consequently they drew heavily 
upon their sterling balances, with the result that the 
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exchange fell at once to the point where standard gold 
could be withdrawn from the Bank of England for 
shipment to Paris. The first withdrawal, of £295,337 
bar gold, was made on November 6, and a similar amount 
has been withdrawn each day from then onwards. Up 
to November 24 the total gold losses by the Bank of 
England came to £4,737,000. As explained above, this 
has tightened up discount rates in London—by no means 
a bad thing—but the exceptional character of this gold 
efflux means that no good purpose would be served by 
an increase in the Bank rate. 


THE October returns of the nine English clearing banks 
on the whole suggest that the trade depression continues 
along its normal course. Advances have 
October fallen since September from {925-4 millions 
a to {922-3 millions, and the contraction 
Averages uring the past twelve months is as much 
as {51°7 millions. In order to find employ- 
ment for their funds, the banks, as in previous months, 
have had to add to their holdings of bills and investments. 
The former item, at £296-0 millions, is {12-3 millions 
higher than in September, and {69-2 millions higher than 
in October of last year. Investments rose from {254-8 
millions in September to {256-8 millions in October, and 
are now {21-1 millions above their level of twelve 
months ago. Deposits, at {1,791-2 millions, show 
increases of {27:1 millions over September, and of 
£26-5 millions above October of last year. Unfor- 
tunately, although the banks have now more resources 
at their disposal, the trade depression is still forcing them 
to employ them in relatively unremunerative ways. 


THE October trade returns are a little more cheerful than 
those of previous months. Imports at {90-9 millions 
show an improvement on those for Septem- 
ber of {12-2 millions, exports at {46-9 
millions, one of {4-2 millions, and re-exports 
at {7-2 millions, one of {1-8 millions. Too much hope 
must not be derived from the results of a single month, 
but the October returns at least show that the normal 
up-swing that occurs each autumn is for the moment 
proving sufficient to overcome the deadweight of the 
trade depression. Commodity prices, too, have lately 
T 
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become more stable, and this is an additional element of 
hope. Unfortunately there is no ground for saying that 
these are permanent improvements, and the poor iron 
and steel production figures published for October, 
together with the clearing bank returns commented upon 
in the preceding paragraph, show only too clearly that 
the depression is by no means at an end. Sir Josiah 
Stamp, in an important speech on the gold standard, 
reported in full upon a subsequent page, said that he 
could find no less than eighteen causes of the depression. 
Bankers would be interested to have the complete list, 
if only to see if any of them lay within their powers to 
remedy. 


AFTER several excitements, the road towards financial 
recovery along the lines agreed upon with the Niemeyer 
' mission last August seems to be becoming 
—— clearer. It is equally clear, however, that 
the Australian Labour Party does not fully 

realize the serious nature of the situation. The New 
South Wales elections, held at the end of October, resulted 
in the return to power of Mr. Lang, the Labour Party 
leader in the State, who stood in direct opposition to 
any policy of retrenchment. His victory was followed 
by the meeting of the Labour Caucus for all Australia, 
which, in Mr. Scullin’s absence, proceeded to pass a series 
of resolutions, which would have committed the Dominion 
and the Commonwealth Bank to a policy of currency 
inflation, and which culminated in the suggestion that 
the repayment of the internal debt maturing next 
December should be postponed for a year. This was 
too much for the saner members of the Dominion 
Labour Government. Mr. Lyons, the Treasurer, at 
once threatened to resign, and Mr. Scullin followed this 
up with a definite statement in London, in which he 
insisted that Australia must meet her obligations, and 
that any default would delay for years the restoration 
of the economic prosperity of Australia. This means 
that any attempt by the Caucus to enforce its subversive 
resolutions would only result in splitting the Labour 
Party, and in that event Mr. Scullin would have the 
support of the opposition and of every sane element in 
the Dominion. The Caucus apparently recognizes this, 
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t of for it has subsequently issued a statement in which it 
hat says that the attempts to regard its debt resolution as 
ron implying repudiation are designedly misleading. Thus 
Der, Mr. Scullin has won a victory in his own camp on behalf 
on of financial reform, and his road is now that much 
hat clearer. The best comment on these episodes is that 
iah of Mr. Andrew Williamson, the Chairman of the English, 
rd, Scottish and Australian Bank, who at the bank’s annual 
he meeting on November 12 said, “ Mr. Scullin, in courage- 
yn. ously pursuing the one sure path to emergence from the 
st, present difficulties and towards placing Australia on a 
to secure position of financial and trade equilibrium, could 
rest assured that he had behind him the great body of 
Australian opinion and the full sympathy and hearty 
ial goodwill of the Old Country.” 
er 
ng THE report entitled ‘‘ How to tackle Unemployment,” 
at prepared by those members of the Liberal party who 
ly have lately been in consultation with the 
W The ne Government, contains a passage dealing 
ad Reiieaiee with the assistance industry would advan- 
Ly tageously receive from the banks. The 
to report recognizes the peculiar and traditional character of 
d British banking, with its paramount need of keeping its 
2, funds liquid and of eschewing long-term commitments. 
25 At the same time it points out that the systems in vogue 
n on the Continent have enabled « much closer liaison to be 
Vy developed between industry and the banks, and have also 
t rendered it easier for industry to obtain long-term credits 
t and other assistance of a kind not so readily available 
S in Great Britain. All this, of course, is familiar ground, 
n but there is no doubt that British industry is at a certain 
t disadvantage in this respect, and it is right that attention 
s should once more be called to this fact. The report 
e recognizes the value of the work lately undertaken by the 
1 Bank of England, both through its new subsidiary 
1 Securities Management Trust, and through the inception 
S of the Bankers’ Industrial Development Company. It 
2 makes, however, a very important point, when it insists 
r that these new institutions are designed mainly to 
> facilitate large-scale industrial amalgamations and to 


help the big rationalized undertaking. The small busi- 
ness which, even in these days of rationalization, is still 
T 2 










bd 
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the backbone of the country, can obtain no help from 
this quarter. Here there is clearly scope for development, 
and while the report is careful to point out that the 
joint-stock banks may be prevented by their obligations 
from giving direct assistance, there is a strong case to be 
made out for the foundation of an “industrial bank” 
possessing the support and guarantee of the banking 
world, and whose object is to assist the small individual- 
istic firm as well as the big rationalized combine. This 
suggestion is worthy of the most careful consideration by 
the banking world. 


Mr. HOLLAND ManrrIN, in his presidential address to the 
Institute of Bankers, had something useful to say upon 

the examination system. Taking as his 
Mr. Holland text the examinations conducted by the 


Pn: woah Institute, he urged that the passing of a 
Address test of this kind was not an end in itself, 
but only a means to anend. “ To regard,” 

he said, “the preparation for an examination as an 
opportunity for memorizing the smallest modicum of 
facts necessary to satisfy the examiner, often by learning 
off by heart the notes prepared by a correspondence 
coach, is a travesty of the true purposes of education.” 
All examinations, he stated, should be a test of the 
candidates’ reasoning powers, and the teacher, the candi- 
date, and the examiner should never forget this. By 
including the examiner among those to whom this homily 
was addressed, it is possible that he was uttering a warn- 
ing to candidates at future examinations, but in any 
case we heartily endorse his view. We are also glad 
that he dwelt for a few moments upon the importance 
of bank officers, and, indeed, business men as a whole, 
being able to express themselves in clear, lucid English. 
Unfortunately, at this point in his address, Mr. Holland 
Martin abandoned what appeared to be a good oppor- 
tunity of dealing still further with the qualifications 
needed by the younger bank officials and with the various 
ways in which they could equip themselves in their 
profession—matters upon which we would gladly have 
heard him say a lot more—and embarked upon a general 
survey of the country. The result was that the remainder 
of his speech was such as to have been far more fitting 
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if it had been delivered upon a Conservative platform 
instead of to an audience drawn from a profession whose 
rules and traditions bind it to hold aloof from active 
political controversy. Whatever the merits of this 
last portion of Mr. Holland Martin’s speech, as a presiden- 
tial address to the Institute of Bankers it seemed a little 
out of place. 


In his reply to the debate on the Address, Mr. Ramsay 
MacDonald stated that ‘‘ the gold standard, whatever may 
be said for it, according to common agree- 

The Premier Ment contributed to the difficulties of our 
and the Gold export trade, and by ossifying the money 
Standard conditions of this country, added very sub- 
stantially to the increase in unemployment 

that has happened since.”’ As the Prime Minister stated, 
there is a fairly general theory that the gold standard is 
to blame for all our ills, which makes it all the more 
unfortunate that he should lend his official support to it. 
It is pertinent to inquire what would have been the plight 
of the world to-day had not the restoration of the gold 
standard in Great Britain five years ago given the signal 
to the rest of the world to return to the paths of sound 
finance. That in certain respects the gold standard has 
lately been abused, and that it needs to be developed and 
endowed with greater flexibility are matters on which 
there is a certain measure of agreement, and which 
incidentally are the subject of earnest discussion and 
careful exploration to-day. This, however, is a far cry 
from saying that the system itself is fundamentally 
wrong, which is the impression that the general public 
will gain from this passage in Mr. MacDonald’s speech. 
Finally, we would remind the Prime Minister that in 
seeking to fix the responsibility for the restoration of the 
gold standard, he is entering upon dangerous ground. The 
restoration was initiated by his own administration of 
1924, which appointed the Chamberlain Committee to 
consider the best way to undertake the task. Had 
Mr. MacDonald remained in office another year this task 
would have fallen to his lot, and there is not the smallest 
doubt that he would have executed it. In these circum- 
stances we suggest that Mr. MacDonald should search 
for a different scapegoat from that of the gold standard, 
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and from past knowledge we rather fancy that Mr. 
Snowden would support us in our plea. 


ACCORDING to a report that has appeared in the public 
Press, the National Union of Retail Tobacconists is 

bringing pressure to bear upon the banks 
wart a to put an end to the practice current 
among the staffs of big offices of forming 
clubs for the joint purchase of tobacco and cigarettes at 
wholesale prices. Already, so it is stated, three of the 
large joint-stock banks have given way to the extent of 
prohibiting such clubs from using bank premises or 
stationery, and the tobacconists’ association threaten 
that unless the remaining banks comply with their 
request, the accounts of their members will be trans- 
ferred to those banks that have already agreed to do 
so. Frankly, we are sorry that any of the banks should 
have given way. The proper answer to a demand of 
this kind was to remind the tobacconists that they must 
bank somewhere, and that the banks were agreed not to 
bring any pressure to bear upon their officers of a kind 
calculated to interfere with their rights as individuals or 
to add to their cost of living. The retailer is but one 
link in the chain of the production and distribution of 
commodities, and if certain sections of the community 
decide that he is an unnecessary link, they have the 
right to put their beliefs into practice without being 
subjected to pressure of a wholly illegitimate character. 
The tobacconists’ organization may also be reminded 
that henceforward they could not complain if the railway 
companies were to forbid their employees to purchase 
their tobacco from retailers who obtained their supplies 
by road. In general, it is a useful rule that no man 
should seek to use another man’s employer to inter- 
fere with the way in which he conducts his private 
affairs. We are sorry that it should have been broken 
upon this occasion. 











Sir Josiah Stamp on the 
Gold Standard 


N November 13, Sir Josiah Stamp spoke on the 
() subject of the gold standard at a House Dinner of 

the Eighty Club, with Sir Herbert Samuel in the 
chair. He began by warning his audience that he had 
a wide field to cover, and that in dealing with it he had 
to remember that he was speaking partly to those who 
had a fair knowledge of the question and partly to those 
who had little or none. The subject, in fact, was so wide 
that he could deal with it from no less than five different 
points of view. While he proposed to mention all five, 
he thought it best in present circumstances to concentrate 
upon the fifth. 

The first point of view was, how did the gold stan- 
dard affect the price-level? In discussing this, he could 
describe the whole mechanism of the gold standard and 
prices. He could show why it was that when prices rose, 
gold tended to leave the country, thereby narrowing 
the basis of credit and so bringing prices down again. 
He could equally discuss under this heading various 
ways, other than that of the gold standard, in which 
currency and credit could be managed and the price- 
level regulated. Here he would content himself with 
mentioning Mr. Keynes’ new book, which, in his opinion, 
was a landmark in the development of currency, credit 
and banking systems. He would, however, remind his 
audience that whereas in pre-war days the gold standard 
on the whole operated automatically, to-day it demanded 
very careful management. He asked his audience to 
realize the cardinal importance of this change. 

The next question he could discuss was that of the 
social effects of changing price-levels. It was extra- 
ordinarily difficult for the public to realize that a major 
change in the price-level had the effect of arbitrarily 
transferring wealth from one section of the community 
to another. It was no exaggeration to say that the fall 
in the price-level that had taken place during recent 
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months had imposed a severe strain not only upon the 
contractual relations between members of the commu- 
nity, but even upon the social and governmental systems 
of the world. Should a further fall of 20 or 30 per cent. 
occur, it was doubtful if even democracy would stand 
the strain of the new forces that such a fall would bring 
into existence. 

He might also examine the influence of the gold 
question in the present slump. He did not accept the 
view that the operation of the gold standard was the 
only cause of the slump. In fact, he had set down no 
less than eighteen causes, and he thought that between 
them they would cover the particular theories of every- 
one in the room. There was, however, one important 
question he would like to ask. Was the recent fall in the 
price-level a purely cyclical movement, to be succeeded 
in due course by a recovery, or was it the beginning of 
a long-term secular downward trend, the bottom limit 
of which they could not yet foresee? It was no exag- 
geration to say that upon the answer to that question— 
and they must answer it correctly—hung almost every 
important decision of policy that would have to be made 
in the near future. 

This question brought him to the fourth point he 
could discuss, namely the future of the world’s supplies 
of monetary gold, and of the best use that could be made 
of them. They could assess the quantity of gold avail- 
able, the use that could be made of it, the volume of 
credit it ought to be supporting, and the various ways 
of supplementing it. All these were important questions, 
but that night he proposed to leave them on one side. 

And so he came to his fifth point, namely what was 
the way out of our present immediate troubles? Unques- 
tionably, it was a case for international action, for the 
problem was of international dimensions. Here he 
would urge that care was needed, for the last thing that 
could be done was to try and force the pace or to bully 
alleged recalcitrants. The first task was an educative 
one, namely that of creating a sound body of public 
opinion. This task was already being undertaken, for 
there never was a time when so much hard and careful 
thinking was in progress on the question. At Geneva, 
they had the League’s Gold Committee, whose interim 
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report had just appeared. In England, there was the Gold 
Group of the Royal Institution of International Affairs, 
and, in the United States, the Stable Money Association, 
all working to the same end of educating public opinion. 

Next came the question of the best way in which inter- 
national action could develop. He must insist that this 
development must be both gradual and natural. On the 
whole, he did not suggest a formal conference to discuss 
the question, for if an international conference were held, 
it would be attended by the Press, who would be con- 
tinually pulling things up by the roots in order to see 
how they were getting on. In his mind, one of the most 
fruitful results that had followed from the creation of 
the Bank for International Settlements was that it pro- 
vided the world’s central bankers with a club, in which 
they could meet together once a month, quietly, naturally 
and, above all, unostentatiously. At these meetings they 
were able to discuss each other’s problems, and in time 
it could be hoped that a common policy would almost 
imperceptibly develop. 

Meanwhile, it would do far more harm than good 
if the question of the gold standard were seized upon by 
any section of the community or by any political party 
and used as one of the planks in their platform. Tests, 
purporting to show whether a particular country pos- 
sessed too great or too small a share of the world’s 
monetary gold, should be applied with the greatest care 
and circumspection, whether or not such tests consisted 
of the amount of gold held in a country per capita, or 
the amount held per unit of financial work it had to do. 
It must be realized that each nation had its own 
problems, its own needs and its own ways of doing 
business. For public opinion to seek to bully any nation 
into mending its ways, or to seek to impute blame for 
alleged misdeeds of the past was the surest way to defeat 
the object which they all had at heart. 
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The Cotton Controversy : 
Lancashire’s Point of View 
By S. S. Hammersley, M.P. 


HE interesting article in the October issue of THE 
| BANKER on the controversy between Lancashire 
cotton interests and the Bankers’ Industrial 
Development Co., Ltd., raises points of importance 
affecting the whole question of industrial rationalization. 
The general conclusion at which your contributor arrives 
is that the Bankers’ Industrial Development Co., Ltd., 
in its character as the guardian of the investor, is justified 
in laying down the principle that no new money should 
be used in whole or in part to pay off existing debts. 

I feel sure I shall be allowed the courtesy of your 
columns to present to your readers a somewhat different 
view. It will be granted that there is nothing contrary 
to established practice, either industrial or financial, in 
the repayment of old debts by new capital. Most com- 
panies have debts. In scores of thousands of cases 
circumstances have arisen when the raising of new capital 
—a part of which has been used to pay off old debts— 
has proved an extremely profitable business for the new 
investor. A large number of our large scale industrial 
amalgamations have been brought about in this way. 
The critical factors in the raising of any such new capital 
are :— 

Is the new capital amply secured ? 

Is the service of the new capital adequately covered ? 

Are the prospects for the success of the new enterprise 
reasonably certain ? 

These are questions which a person or company 
acting as a trustee must ask and answer before judgment 
is passed on any scheme as a desirable investment. The 
question of whether or not some proportion of the new 
capital is to be used to pay off old debts, though not 
wholly irrelevant, is not a matter of principle. It might 
very well be that because the creditors in a particular 
industry are pressed for cash—by reason of this very 
fact—a favourable opportunity arises to bring about a 
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new comunercial orientation and provide a remunerative 
investment for new capital. It is the provision of the 
small amount of cash to interests pressed for money that 
creates the opportunity for the good investment. If the 
cash is not forthcoming, the good investment is not 
available. 

As you quite rightly point out in your article, new 
capital ought only to be forthcoming if the scheme is 
likely to prove a remunerative investment. To attempt 
to make this test synonymous with the test of whether 
or not any proportion of the new capital is to be used 
to pay off old debts, shows a fundamental misconception 
of the difference of opinion between Lancashire and the 
Bankers’ Industrial Development Co., Ltd. 

Let me give an example: We will assume that a group 
of individuals has £100,000 which may be invested in 
the cotton trade. There exists a scheme—which I will 
call Scheme A—proposing to amalgamate five modern 
mills, each of 100,000 spindles. The average annual 
earning capacity of these five companies is £25,000, but 
because of the large amount of indebtedness of the com- 
panies (£500,000) this sum is only just sufficient to pay 
the interest on the debt. The scheme proposes to utilize 
the £100,000 new capital to pay 4s. in the £ cash to the 
creditors ; in addition, the creditors are to receive IIs. in 
the £ income debentures, and they agree to cancel 5s. 
in the £ of their debt. As security for the new invest- 
ment, the lenders of the £100,000 are to receive a first 
mortgage debenture on all the assets of the companies. 
In other words, the new money is covered five times in 
respect of interest, and, on a conservative valuation of 
20s. per spindle, the same number of times as to principal. 

There also exists an alternative scheme—Scheme B. 
Here the same number of spindles—500,000—is involved, 
but as the mills are small and old-fashioned, the number 
of companies involved is greater. The combined annual 
earning capacity of these old units is £3,000. For years 
past creditors have not been paid their interest, and, of 
course, shareholders have received no dividends. In 
consequence, both creditors and shareholders are willing 
to accept any proposition. As in Scheme A, £100,000 is 
required to be provided in the form of new capital, but 
none of it is to go to the repayment in any part of old 
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debts. The £100,000 is to be used in an effort to bring 
the old assets up to date by the provision of new equip- 
ment. The security for the £100,000 in Scheme B, as in 
Scheme A, is a first charge on all the assets. In Scheme B 
it will be observed that the cover for the new investment, 
viz. the value of the assets, depends upon the successful 
expenditure of the new capital. If the machinery can 
be modernized and the productive unit made efficient, 
all may be well. If the structure of the mill building is 
not adapted to modern efficient production, no amount 
of expenditure on equipment will bring the old units 
really up to date. The cover for the interest—an earning 
capacity of £3,000—on a loan of £100,000 is clearly 
insufficient. 

Any trustee worthy of his trust would, if asked to 
choose between these two schemes, choose Scheme A. 
The Bankers’ Industrial Development Co., Ltd., the 
company which, in the words of your article, “ must 
consider itself to be acting as a trustee on behalf of the 
investing public, and must be careful not to betray, in 
the smallest degree, the implicit terms of their trust,” 
have decided on a principle which would lead them to 
choose Scheme B 

Lancashire, therefore, considers that the Bankers’ 
Incivstrial Development Co., Ltd., has set up an arbitrary 
principle, “no cash to creditors,” which may interfere, 
and, indeed, has interfered with the examination of 
schemes from the simple standpoint of whether or not 
the new capital will form a remunerative investment. 

There is another aspect of the cotton controversy 
which you do not touch upon. Ifthe Bankers’ Industrial 
Development Co., Ltd., is satisfactorily to fulfil the 
function of giving the hall mark of its approval, so that 
“the City” and investors in general may know that an 
approved scheme is likely to prove remunerative, then 
the Bankers’ Industrial Development Co., Ltd., must be 
a strictly impartial body. Lancashire recognizes in the 
Bankers’ Industrial Development Co., Ltd., the same 
directing heads as the Securities Management Trust—a 
company that has made a substantial investment in the 
cotton trade in the form of the Lancashire Cotton Cor- 
poration. It is suggested, therefore, that by the very 
nature of things the Bankers’ Industrial Development 
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Co., Ltd., is more concerned to make a success of an 
enterprise to which it is already committed than to 
admit new capital to some other scheme which indus- 
trially might appear to Lancashire to have better 
prospects of success than the Lancashire Cotton 
Corporation. 

The cotton industry, in consequence, do not feel that 
the Bankers’ Industrial Development Co., Ltd., acts in 
the réle of shepherding finance in the direction of the 
cotton trade to the mutual advantage of the investor, the 
industry and the country; rather does it appear to 
Lancashire that the Bankers’ Industrial Development 
Co., Ltd., have erected a barrier between the industry 
and the City, on which is inscribed, “ No road—until the 
L.C.C. is safely floated.” 

Considered as an investors’ safeguard, considered as 
an impartial arbiter, considered as a helpful link between 
industry and the City—the Bankers’ Industrial Develop- 
ment Co., Ltd., fails under all these heads. 


The London Foreign Exchange 
Market 
By E. L. Franklin 


O compare methods and conditions ruling in the 

foreign exchange market in pre-war days with 

post-war developments is an interesting study, 
especially to a veteran of over fifty years’ experience 
in the City. Prior to July 1914, the foreign bill was the 
predominant feature in international banking, and the 
greater part of the world’s overseas trade was financed 
by the three months’ bill in sterling, drawn either against 
credits opened in London or on foreign importers abroad. 
There was a large exchange market in London, and on 
each Tuesday and Thursday bankers, merchants and 
brokers assembled at a fixed time on the floor of the 
Royal Exchange, and returned with sheaves of brokers’ 
contracts, which were followed by the delivery of the bills 
bought in such quantities that a staff of clerks was 
required merely to enter them in the bill books. These 
bills were largely drawn in sterling on foreign centres and 
contained the clause “ payable at the rate of exchange 
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as per endorsement.” It was necessary to convert the 
pound sterling into foreign currency at the rate of 
endorsement and also to enter up the maturities of the 
bills in the diary, to send abroad for acceptance, and to 
write “so-far copies” of “solo” bills to save the bill 
stamp when seut “nur zum accept bestimmt.” These 
proceedings, of course, took time, and the contract stipu- 
lated that the bills must be delivered by 5 p.m. Where 
they were delivered later, the seller ran the risk of being 
paid a day later and of forfeiting a day’s interest. Bills 
delivered in due time were paid for the day after pur- 
chase. There was also a fair amount of business trans- 
acted in cheques drawn in foreign currency, and these 
were also paid for on the day following delivery. Tele- 
graphic transfers in those days were the exception. They 
were paid for, as now, on the day on which the cable 
was despatched. Before the telephone system was 
developed, clerks used to rush on Change with telegrams 
from Paris, Berlin, Amsterdam, etc., in their endeavour 
to be the first with the latest rates of exchange on London, 
rates of foreign discount., etc., and orders to buy or sell 
exchange. In those days the foreign banker followed 
a regular routine in his dealings in foreign exchange. 
Rates swung regularly between the two gold points, so 
the banker bought bills on Paris, Berlin, Amsterdam, 
New York, etc., when rates were high and interest attrac- 
tive, well knowing that, in normal conditions, in due 
season the pendulum would swing back and exchanges 
would approach their gold import price. For instance, 
it was good business to buy bills on New York in the 
spring when the dollar exchange was high, because, as 
the regularly recurring autumn shipments of produce 
were financed, bills on London were much offered and 
depressed the exchange to gold point. Consequently, 
when rates of exchange were high, bills were bought as 
an investment and put into portfolio to earn interest and 
capital appreciation. Gold was always freely exported 
from England; Paris at times was loth to part with it, 
and made export more difficult by imposing a premium, 
and sometimes Berlin bankers refrained from with- 
drawing gold in deference to the wishes of the Reichs- 
bank. As a rule, however, the machinery worked 
smoothly, and gold shipments were influenced by the 
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rates of exchange and attracted by dearer money. In 
fact, a change in the Bank rate was a powerful instru- 
ment and generally effective in restraining any too 
pronounced a movement. 

With the postal delays due to the dislocation of 
shipping caused by the war, foreign exchange business 
was carried out solely by telegraphic transfers, dealt 
in valeur compensée several days ahead. A large 
business also sprang up in forward exchange, which 
merchants and bankers bought or sold in order to secure 
themselves against loss on “futures” in metchandise, 
loans or other forward engagements, as variations in 
exchange rates were apt to be very pronounced. For a 
long time the foreign bill quite disappeared, and even 
now, with greatly increased discount facilities, it is a 
vara avis on this market. There has been, undoubtedly, 
a great increase in acceptance business in London, New 
Yorkand in Paris, but French and American acceptances 
rarely come on this market in any quantity, as money 
rates have been for some time easier both in the U.S.A. 
and in France than here. As to the three months 
sterling bill, it was never more sought after than it is 
now. It is recognized by the foreign central banks as 
interest-paying gold, and as such is reckoned, in many 
instances, as part of their gold reserves. Such is the 
competition for it that private discount in London has 
been forced down to nearly one per cent. below the 
official rate. Foreign banks have also invested largely 
in dollar acceptances. On July 1, 1930, the Federal 
Reserve Banks held $478 million dollars in 
acceptances for foreign accounts. 

In the years following the Armistice a huge 
foreign exchange business centred in London. In pre- 
war days nearly all the financial and trading centres of 
the world confined their operations with this country 
to buying and selling sterling locally. Foreign merchants 
invoiced their exports to the United Kingdom in sterling 
and drew bills in sterling against them, but, owing to 
the instability of the pound, the foreign merchant 
obtained very fluctuating rates for his bills and conse- 
quently varying returns for his goods. For instance, the 
Swedish exporters of timber and paper at one time 
received only Kr. 9 per 4, and the American shippers 
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of produce only $3.214 per & for their goods sold in 
sterling. Foreigners, therefore, adupted the plan of 
invoicing goods in their own currencies, and the 
importers had to find the exchange. This procedure 
created a great demand for exchange for commercial 
transactions. Now that the pound sterling is stable, 
many foreign exporters have reverted to their old plan 
of invoicing in sterling. This reversion has been one 
cause of the great contraction in foreign exchange deal- 
ings, but the predominant factor which brought about 
the decline was the stabilization of the majority of the 
world’s currencies. This movement put an end to the 
frenzied speculation which was rampant in German 
marks, and later in French francs and, to a minor degree, 
in other exchanges. Speculation in foreign currencies 
has narrowed down at the moment to dealings in 
Spanish pesetas and in Argentine pesos, which vary 
greatly, although backed by large gold reserves. Now 
foreign exchange transactions are mostly limited to 
hand-to-mouth purchases or sales for the purpose of 
covering cash or forward commitments. The business 
is cut so fine that much is done at unremunerative rates 
in order to keep together old connections. Indeed, 
margins are so small that it becomes necessary very 
frequently for bankers to deal direct with each other 
instead of employing the services of brokers, as they 
would wish to do. 

My readers will have gathered from the foregoing 
remarks that as regards gold shipments the old order 
has changed. We have seen that gold movements are 
now not solely dependent on the price of money, and 
that Bank rates may be impotent to divert or arrest the 
flow of gold. The catastrophic war upset old traditions 
and created new factors which powerfully influence the 
exchanges and, consequently, the movements of gold. 
Recently, many countries have resumed the gold stan- 
dard, which was in abeyance during and for some time 
after the war, and other countries, in reorganizing their 
currencies, have adopted some form of gold standard, 
and by the help of loans and credits have been able to 
acquire gold with which to create and fortify their 
reserves. Nowadays, paradoxical as it would seem, the 
demand for gold is most insistent in those countries where 
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the price of money and discount is lowest. For some time 
past very large shipments of gold have been made to 
France, and at frequent intervals to Switzerland. In 
both countries money is very cheap and is quoted appre- 
ciably below the rates current in the countries exporting 
the gold. In Switzerland, discount is down to 1} per 
cent., and interest on deposits is difficult to obtain. These 
gold shipments persist, notwithstanding certain regula- 
tions which have modified the previous gold points and 
have tended to discourage shipments. For instance, the 
Bank of England’s stock of fine gold having run low 
(owing to the South African gold having been taken off 
the market for export), the Bank now sells only standard 
gold (9166 fine), while the regulations of the Bank of 
France do not allow it to buy gold under 995 fineness. 
Therefore, gold withdrawn from the Bank of England 
for France is subject to refining charges, plus the loss of 
a day’s interest, which together have brought down the 
export parity from 12389 to 12368 for standard gold. 
However, this is not the limit to which the exchange may 
fall. Should francs be urgently required at a time when 
the English vefineries have their capacity (about 
£300,000 per day) booked for several days ahead, a gold 
shipment is out of the question, and the persistent buyer 
may have to pay much dearer for his francs. On 
November 10, for example, the exchange fell to 12354 
for this reason alone. The National Bank of Switzer- 
land, like the Bank of France, only buys fine gold, and 
can exercise its option to refuse or to purchase. Their 
Mint will refine bar gold, but its capacity is, of course, 
limited, and the latest comer has to await his turn, so 
that the Swiss gold parity is indeterminate. The National 
Bank of Belgium also will not purchase other than fine 
gold. Sweden, in order to avoid the risk of inflation, 
requires that, before gold may be imported, a licence be 
obtained from the Bank of Sweden, and in 1925 the 
Netherlands Bank reduced its buying price in order to 
counteract the higher costs of mintage. 

It is necessary to go back a few years to discover why 
France persists in importing gold in such abnormal 
circumstances, and how it is that she is in a position to 
purchase such large amounts. In 1923, the French 
exchange was first quoted at over I00, and in July 1926, 

U 
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the rate rose to 244 in consequence of the flight from the 
franc, which led to vast amounts of capital being 
exported to England and to the U.S.A. Since the 
exchange was stabilized in June 1928, confidence has 
gradually returned, and the flow of gold to France repre- 
sents the repatriation of French capital which was sent 
out of the country in 1926 and previously. It is note- 
worthy that this repatriated capital represents mainly 
private funds, as the Bank of France still retains large 
balances here. In fact, the French Government does 
not view these large gold imports with favour, as they 
are largely responsible for the increase in the note circu- 
lation, which has risen from 66,146 millions outstanding 
on October 25, 1929, to 72,867 millions on October 24, 
1930. Retail prices continue to rise, and the écart 
between the price indices for domestic products and 
imported products has widened from 61 points in 
October 1929 to 171 points at the end of October 1930. As 
in Great Britain, gold does not circulate in France. 

Naturally, the Great War had a far-reaching effect on 
international banking, credits and exchanges. It begot 
war debts for carrying on the conflict and reparation 
payments for damage done. It created complex prob- 
lems of how to provide foreign exchange in sufficient 
quantity with which the debtor countries might pay 
the creditor countries ; it was also the cause of the lop- 
sided distribution of gold, which has dislocated prices 
and hindered the return of the world’s trade to normal. 
The debts of fifteen countries to the United States have 
been funded and call for annual payments ranging from 
21835 million dollars in 1930 to 42277 million dollars 
in 1983, and these many millions are exclusive of the 
large commercial and municipal loans raised in New 
York by European countries. Payment in dollars has 
to be provided either by a surplus of exports, which is 
well nigh impossible when the creditor country raises 
its already high tariff wall with the avowed object of 
shutting out foreign goods; by shipment of gold which 
the debtor cannot spare and the creditor does not want; 
or by raising fresh loans. When Great Britain was the 
great capitalist lender and lent to all the world, no such 
difficulty arose. Her debtors were and still are allowed 
to pay by goods—the only way by which international 
debts can be ultimately liquidated. 
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During 1929 the gold reserve of the Bank of France 
increased by 9,691 million francs (4781 millions), and 
the Federal Reserve Banks increased their stock by 
237'40 million dollars (£488 millions), making together 
£126,900,000. During the first ten months of 1930 the 
gold reserve of the Bank of France has further increased 
£67'5 millions, and the flow of gold to France is un- 
abated. The yearly output of gold is estimated at around 
£83'5 millions, but from this amount deduction has to 
be made for exports to India and for trade requirements, 
which together amount to a total of about £37 millions, 
leaving only some £46'5 millions available for monetary 
purposes. 

There is, however, a further very important demand 
for foreign exchanges emanating from Germany on 
account of reparation payments. Germany has con- 
tracted to make external payments ranging from 
Rm. 1,031 millions in 1930-31 to Rm. 1,649'8 millions in 
1965-66, and in addition, some Rm. 88'5 millions per 
annum on account of the Dawes Loan of 1924. Germany 
may or may not find difficulties in raising this amount 
of reichsmarks within her borders, but when this has 
been done, she has yet to find the foreign exchange with 
which to pay the eleven creditor countries into whose 
currencies the reichsmarks must be converted. The diffi- 
culties of this task appeared to be so formidable that the 
Bank for International Settlements (B.1.S.) has been 
created partly for the purpose of tackling the problem. 

The title of the new institution partly indicates its 
functions, which are more fully set forth in its Statutes 
as being “to promote the co-operation of central banks 
and to provide additional facilities for international 
financial operations, and to act as trustee or agent in 
regard to international financial settlements entrusted 
to it under agreements with the parties concerned.” The 
original idea was that the Bank should be a central bank 
of central banks, and that they should keep reserves of 
gold with it. However, the latter part of this plan did 
not meet with unanimous approval and was dropped, 
but Germany and the Allied Governments have opened 
what may be described as “giro” accounts. So far 
as one can judge by the monthly statements issued by 
the B.LS., it acts primarily as a clearing house for 
reparation payments and the settlement of the Allied war 
v2 
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debts. On the fifteenth of each month Germany pays in 
to the Bank one-twelfth of its annual reparation pay- 
ments, consisting mainly of transfers or bills on gold 
standard countries, and after allocation of the necessary 
sums for the service of the German loans of 1924 and 
1930, the remainder of the exchange is transferred to its 
own assets and credited to the national sub-divisions of 
the annuity trust account. The French and Italian debt 
payments due to Great Britain are also paid into the 
B.1.S., and it follows that a good deal of cross dealing 
in exchanges is eliminated, as the debtor countries can 
utilize their portion as creditors of Germany to offset 
their obligations to Great Britain. The simplification of 
the large transfers between debtor and creditor countries 
is an extremely useful function, but exaggerated hopes 
of the scope of the Bank’s powers are to be deprecated. 
From its monthly statements it is difficult to gauge the 
extent of its activities, but we know that on its board are 
the governors of the central banks of Belgium, France, 
Germany, Great Britain and Italy, also a nominee of the 
Bank of Japan and a representative of U.S. banking, 
and with so efficient and experienced a body of inter- 
national financiers foreign exchange transfers should be 
greatly facilitated though the debtor countries will still 
be confronted with the difficult task of finding the neces- 
sary gold exchanges for liquidating their debts. On the 
other hand, the B.I.S. has no power to arrest the concen- 
tration of gold in one or two countries, to lower tariff 
walls so that goods may flow more freely and thus 
economize the use of gold, nor to arrest or divert a stream 
of gold such as is now flowing to France to the 
inconvenience of both sender and receiver. 

In 1914, 67 per cent. of the world’s monetary gold 
stocks was concentrated in the hands of Central Banks 
and Governments; in 1929, over 90 per cent. was so 
concentrated. 

It will be seen from the foregoing that prevailing 
conditions are very complex ; that the gold situation is 
a delicate one ; and that the position might easily become 
embarrassing without the invaluable co-operation of the 
great Central Banks. 
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Internal Communications in Banks 


- [time « used to be a favourite maxim in the old- 
time copybooks that “evil communications cor- 
rupt good manners.” Applied to banking houses 

it is certainly true that however magnificent they may be 
in appearance and appointment, unless there are good 
methods of communication between the various depart- 
ments and between officials and rank and file, friction 
and irritation are bound to be caused and much time 
wasted with an inevitable increase in the running 
expenses. 

It is amazing to reflect that barely half a century ago 
very few of the London Banks boasted telephones or 
lifts or, indeed, any of the modern conveniences which 
to-day are regarded as essential details for the smooth 
running of any business. To communicate with another 
department, usually on the floors above, for the tall, 
narrow-fronted old Georgian and early Victorian build- 
ings were still in existence, it was necessary to clamber 
up narrow, winding flights of stairs, or, at best, to blow 
up a speaking-tube, a filthy contraption from which the 
whistle at the other end had generally been removed to 
avoid disturbance during the pre- and _ post-lunch 
slumbers. Lifts, where they existed at all, were little 
hand-worked contrivances with shuttered doors, which 
clambered noisely up the interior of the walls and were 
only large enough for small books and papers. The 
ledgers, mighty tomes in those times, had to be carried 
by hand. All the lifts could be said to do was to create 
currents of air; anathema in Victorian days. 

Even after the installation of the first telephones for 
outside communication, and the opening of the era of 
mechanization on the arrival of the first adding-machine, 
the subject of inter-communication was entirely neg- 
lected. Messengers and clerks were still regarded as 
the only means of connecting department with depart- 
ment, a method not only entailing great waste of time 
and unnecessary expense, but often resulting in trouble 
over lost cheques or documents which were sometimes 
discovered in a jacket pocket after the bearer had 
reached his home. 
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Curiously enough, the first step towards economy in 
manual labour for fetch-and-carry work was not origi- 
nated by the managements, but by the staff. Long before 
electrical and mechanical appliances were dreamed of, 
the “walk clerks” whose duty it was to trudge daily 
from bank to bank with cheques for presentation, hit 
on the idea of exchanging them at a tavern, and thereby 
laid the foundation of the Bankers’ Clearing House. The 
spread of the latter to include both Country and Metro- 
politan cheques showed that what could be arranged so 
successfully outside could equally well be applied to 
internal communications. 

Even in respect of the Clearings there is something 
that might yet be done. We still see runners passing to 
and fro between the Head Offices of the Banks and the 
Clearing House with their cases crammed with cheques. 
It is possible to visualize a time, perhaps in the near 
future, when tubes will be constructed between the Banks 
and their respective desks in the House through which 
the parcels of cheques will be shot to the clerks, thereby 
obviating the risk of carrying them through the streets, 
and also bringing about a further saving in time and 
personnel. 

Despite the Clearing House example, it was not until 
the War, and indeed after, that Banks began to realize 
the importance of efficient and easy communications 
between the various sections which combine to make up 
the intricate whole of a modern banking business. 

To-day the matter is closely studied, and the full 
effect of modern development in this direction may be 
seen in the inter-communicating systems which are being 
installed in the new Head Offices of the big banks, now 
rising fast in the City of London. As a typical example, 
there may be cited the new Head-quarters of Lloyds 
Bank, in which most of the Head Office Departments, 
and those of the Chief City Office are now housed. 

In the previous building, desk telephones were rare, 
they being regarded as a means of outside communica- 
tion only ; they are now to be found in every room and 
on the desks of all officials, and private telephones be- 
tween the branches in the large northern industrial cities 
and Head Office are of great service in obtaining quick 
decisions in respect of customers’ applications for large 
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and urgent facilities and for multifarious services which 
require handing on, or reference, to London. Especially 
useful is this service in foreign exchange business which 
gives the provincial customers the benefit of the finest 
rates ruling on the London market at the moment, as dis- 
tinguishable from the wider margins quoted in the morn- 
ing for use during the whole of the day. 

While the new premises were in course of erection, 
accommodation had to be found for the various depart- 
ments, in different buildings in the City. These were 
connected by Post Office Telephones to small Branch 
Exchanges, each of which were linked together by tie 
lines. As a temporary measure this was necessary, but 
it was far from convenient and caused considerable con- 
fusion. It was tiresome for a person who desired to get 
in touch with someone in a particular department to 
read a long list of addresses, and usually to hit upon 
the wrong one. So, when the telephone scheme for the 
new building was in process of being drawn up, this 
defect had to be overcome. Unfortunately it was not 
found possible, in spite of the size of the new building, 
to house all the departments under the one roof, and it 
was therefore decided to have one central switchboard 
which would serve all the departments, irrespective of 
the building they happened to occupy. 

As a result of the plan devised, all the departments 
that are not in the new premises are connected by ex- 
ternal extensions from the main switchboard, and only 
one number need be called in order to get in touch with 
any Head Office or City Office department of the Bank. 

The next point was to evolve a system whereby the 
various departments could communicate with one 
another without preventing customers outside from ring- 
ing them up owing to the line being occupied on internal 
business. The Post Office Telephone system can be con- 
nected to an internal dialing system, but this obviously 
does not get over the difficulty of interference with out- 
side calls. It was therefore decided, since in so large a 
building some quick method of communication is essen- 
tial, to install an internal automatic telephone service, 
and that adopted by Lloyds Bank is believed to be the 
most up to date of its kind. 

A large switchboard in the Head Office is connected 
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with all the extensions in the building, while smaller 
switchboards have been fitted in the other buildings and 
branches which are connected with the Head Office 
switchboard by lines rented from the Post Office. The 
result is that not only are all the departments and rooms 
in the main building inter-connected, but it is possible 
to call up the departments in big branches such as those 
at Pall Mall, St. James’s Street and Law Courts, and also 
many others in the metropolitan area, merely by dialing 
on the same instrument. One common directory, running 
to many pages, is in use. The system, moreover is abso- 
lutely secret, and is naturally a big time and money- 
saver. Such an installation leaves the Post Office tele- 
phones free for use by customers outside, and the only 
difficulty that can be experienced is when both telephones 
ring simultaneously on the same desk. 

For the principal officers of the Bank a special 
apparatus is also added. It consists of a strip of ten 
press buttons, at the side of which are the names of those 
members of the staff with whom frequent communication 
is required. A press on the button automatically connects 
the caller with the person whose name appears against 
it and obviates the necessity for dialing his particular 
number. 

Needless to say the switchboard is an amazing sight, 
and, gazing at the mass of wires, it is impossible to realize 
how such a robot can work so efficiently. 

What is known as a “ priority service ” in connection 
with the automatic telephones, can also be installed, but 
this is not exactly desirable as it permits of interruption 
taking place during possibly more important conversa- 
tions over the wire. 

The introduction of machines for ledger-keeping, 
writing up passbooks, etc., has brought about the adop- 
tion of another mechanical marvel, the Telewriter. Owing 
to the noise of numbers of machines working at high 
speed, it has been found desirable that they should be 
removed as far as possible from the public space in the 
Bank, and they have therefore been placed in the base- 
ment. In the old days, if a cashier wished to ascertain 
whether he could pay a cheque for a certain amount he 
passed it behind to the ledger-keeper. The removal of 
the latter presented a new problem. The cashier could 
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not leave his counter nor could he use a telephone since 
his conversation would be overheard by the customer. 
And some customers who have big balances, and often 
those who run on a close margin are apt to be touchy 
on such points as a reference to the ledger. This difficulty 
the Telewriter has triumphantly overcome. This won- 
derful little machine boasts a pad and pencil which is 
attached to a flexible wire. Suspended over the pad is a 
reel of paper, similar to the roll from which shopkeepers 
tear off sheets of paper for doing up parcels. All the 
cashier has to do is to write on his pad the question he 
wishes to ask, and his handwriting and the message are 
faithfully recorded in the ledger-room where the 
machines are kept. The ledger-keeper replies upon his 
pad, and his message is duly reproduced upon the upper 
roll of the cashier’s Telewriter. The advantages of such 
a system are obvious. No word is spoken: the customer, 
dilating on the weather, is probably quite unaware that 
the question is being asked, and the possibility of errors 
is reduced to a minimum. Moreover, no dispute can arise 
later since the written evidence acts as an indisputable 
witness. 

Electric bells are now so common in all houses that 
it is strange to reflect how short a time has elapsed since 
the days when the manager used to call a clerk or 
messenger with a little press-bell, or more often by 
coming to his door and shouting. It seems hardly neces- 
sary to mention that, to-day, the rooms of all officials 
are provided with press-buttons which ring through to 
typists, juniors and messengers. 

Owing to the removal of the ledgers, another problem 
arose, namely, that of conveying cheques and credits 
from the cashiers to the book-keeping departments. The 
old principle of a box behind the counter into which 
the cashier threw them, and from which they were taken 
by the staff working on the desks behind, could no longer 
be used, and the provision of staff or messengers to 
collect and carry them down below would obviously have 
been a retrograde movement, both wasting time and 
staff, and also providing a loophole for lost cheques with 
subsequent difficulty with the accounts. To obviate this 
a number of travelling belts have been fitted underneath 
the counter surrounding the great banking hall. In the 
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top of the counter behind each cashier’s desk a slot has 
been cut, into which an envelope containing cheques can 
be dropped. The envelope is carried upon the belts until 
it eventually drops down a chute into the book-keeping 
room. Driven by electric motors, the belts are quite 
noiseless and very efficient. 

Possibly the idea was suggested by a travelling over- 
head carrier, which was installed in the old premises after 
the War to carry cheques from one side of the hall to 
the other. In this arrangement the cheques were inserted 
in cardboard folders which were gripped on the rail and 
carried fluttering across the ceiling to the amusement of 
customers who possibly thought it was some new kind of 
shooting-range. So far have we advanced since those 
days that what was a curiosity then, seems, in its new 
form, a natural adjunct of a cashier’s desk. 

Lifts are such general features of all big buildings 
to-day, that it is only necessary to remark that where 
messages must still be carried, or personal visits paid, 
the means of rapid communication has been provided for 
by the installation of twenty-one lifts. 

In one of his last poems, D. H. Lawrence, writing on 
the “ Triumph of the Machine,” said: 


They talk of the triumph of the machine, 
but the machine wil! never triumph. 


Those whose lot is cast in the great Banksand business 
houses of the City to-day can afford to smile at these 
lines, for just as certainly as the machine has come to 
stay in so many other respects, so in the matter of inter- 
departmental communications it has triumphantly con- 
quered the old-fashioned system of manual labour. 


Notes on Cases in the Courts: 
Dividend Warrants for War Loan 


By our Legal Correspondent 


WO considered judgments have been delivered 
recently by Mr. Justice Finlay upon cases heard 
by him at Manchester Assizes. They are reported 

in the Zimes Law Reports for November 7 (47 T.L.R., 
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p. 1) under the title Slingsby v. Westminster Bank Ltd. 
Each of them is of more than usual interest to bankers, 
as they break new ground. The more important case 
is one which raises and answers a question that has been 
for years past a subject of debate—Is a warrant for 
interest on Government War Loan a “ dividend warrant” 
within the meaning of Section 95 of the Bills of Exchange 
Act, 1882, and so entitling collecting bankers to the 
protection accorded by the crossed cheques sections of 
that Act? The learned judge has answered the question 
in the affirmative. This is in direct conflict with opinions 
pronounced by at least two leading lawyers specializing 
in banking law—Sir John Paget, K.C., in his treatise on 
“The Law of Banking,” and an opinion set forth in 
“Questions on Banking Practice,” published by the 
Institute of Bankers. But the judicial decision is, we 
believe, in accordance with the notion of what the law 
ought to be as held by practical bankers, who do not see 
why there should be any difference in treatment, whether 
they collect for a customer warrants for dividend on 
shares in public companies or warrants for interest on 
Government stock. Still, there are obvious differences 
between the two, for “interest,” as commonly under- 
stood, is not “ dividend.” But it is important that bankers 
should have the protection of Section 82 for innocent 
conversion of either document. Mr. Justice Finlay’s 
judgment, therefore, is welcome. Will it stand on appeal, 
if there be any appeal? Weshallsee. Unless appealed, 
it is the law. Not only did the learned judge hold that 
the interest warrant was a dividend warrant, but he 
also—although not necessary to his decision—held it to 
be a cheque; on both grounds, in his opinion, the bank 
was entitled to the protection of Section 82 as against 
the true owner in collecting it for their customer, which 
collection, apart from such protection, would have ren- 
dered them liable to damages for conversion. On the 
question of its being a cheque also, the judge’s ruling is 
not in accordance with the views expressed by textbook 
writers, whatever view bankers may in practice act upon. 

It is worth while examining both points in a little 
detail. Take, first, the question of dividend warrants ; 
the words used in the Bills of Exchange Act, Section 95, 
are: “The provisions of this Act as to crossed cheques 
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shall apply to a warrant for payment of dividend.” And 
in Section 97 it is stated that nothing in that Act shall 
affect (inter alia) “the validity of any usage relating to 
dividend warrants or the indorsement thereof.” Sir John 
Paget takes as his instance Five per Cent. War Loan, 
1929-1947. The holder receives from the Bank of 
England a document headed “Dividend Warrant,” 
followed by an explanation that the payment is “ half- 
year’s interest at 5 per cent.” It is drawn by the Chief 
Accountant of the Bank and addressed to the Cashiers 
of the Bank of England, crossed generally and marked 
“not negotiable.” Many similar warrants are in use 
for payment of fixed interest on loans, bonds, mortgage 
debenture stock and similar investments. And Sir John 
has argued that, notwithstanding the heading “ dividend 
warrant,” the document is in substance merely a warrant 
for “ interest,” and that no usage or practice can convert 
interest on a fixed loan into a dividend. It is nota 
warrant for the payment of dividend, for that term has 
its own exclusive use as applying to a divisible and 
divided share of the fluctuating net profits of an under- 
taking which, in the discretion of the directors, is divided 
rateably among the shareholders. In contradistinction, 
a War Loan holder, like a debenture-holder or other 
lender of money, is entitled to no dividend dependent 
on profits, but to interest at a fixed amount irrespective 
of profits of the concern. And even as to the practice 
of banker's in regard to these interest documents prior 
to 1882, they could hardly have called it a warrant for 
the payment of dividend. On this strict view of the 
technical and well-understood difference between divi- 
dend and interest, Sir John Paget, in his latest edition, 
published this year, says, “ There has been, and is, a 
widespread misapprehension or misuse of the term 
‘dividend warrant,’” and maintaining that the usual 
warrant for payment upon War Loan is not within 
Section 95 of the Act. 

Mr. Justice Finlay, however, has now considered the 
question and has come to the opposite conclusion. He 
arrives at his judgment by a full consideration of the 
appropriate Acts providing for the payment of interest 
on War Loan. The case he had under consideration 
was a warrant for half-year’s interest on £10,000 Five 
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per Cent. Loan issued by Warrant pursuant to Section I 
of the War Loan Act, 1916. By Section 37 (4) of the 
Finance Act, 1917, the National Debt Act, 1870, was 
made applicable. In that Act the word “dividend” 
was used throughout as meaning the sum payable by 
way of interest on Government Stock (see particularly 
Part III of the Act headed “ Payment of Dividends” ; 
and also the Dividends and Stock Act, 1869 ; the National 
Debt Act, 1889; and the Crossed Cheques Act, 1876. 
Even apart from these enactments, the learned judge, on 
the plain construction of Section 95, preferred to read 
the words “ warrants for payment of dividend” in the 
broader sense as meaning that which was to be divided, 
rather than the narrower sense as referring only to that 
part of the profits of a company divisible among its 
shareholders. But if there were any doubt, he thought 
it was resolved as regards these War Loan warrants when 
one found in the enactments affecting them the word 
“ dividend ” actually used by the Legislature to signify 
interest on Government stock. One need scarcely add 
that this judicial decision is a welcome one, and it is to 
be hoped it may remain good law as it is, unless and 
until doubted or overruled by other tribunals. 

Secondly, is the warrant also a cheque? Here, again, 
Mr. Justice Finlay says, Yes. ‘‘ It seemed beyond doubt 
to possess all the indicia of a cheque, excertone. It was 
an unconditional order drawn on a banker, payable on 
demand. It was crossed and bore the words ‘ not nego- 
tiable.’ But it was said it was not a cheque, because 
the drawer was himself an official of the bank on which 
the cheque was drawn. . . . But in what capacity 
was the official acting when he drew this draft? He 
thought that the true view was that the official was 
acting as the agent of the Government. If that was so, 
the transaction ceased to be a merely inter-departmental 
one, and the substance of it was that the Government 
was drawing on moneys in the hands of the bank.” He 
added that the Acts already alluded to supported that 
conclusion. It must not, of course, be assumed from 
this decision that all “ dividend warrants ”—whether for 
dividends strictly or interest that is called dividend—are 
cheques. There has been considerable discussion in 
cases as to whether any particular form of dividend 
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warrant complies with the definition of a cheque given 
in the Bills of Exchange Act. There may be words in 
dividend warrants or warrants for payment of interest 
on loans issued by Governments or companies that may 
make them not payable on demand, or may make the 
order to pay conditional. Well recognized forms of 
warrant are often cheques, although in a particular 
form, and avoid attaching any condition to the order to 
pay. But itis by no means essential that warrants should 
be cheques. Indeed, the very fact that Section 95 was 
inserted indicates that it applies the crossed cheques 
sections to documents that are not true cheques. It 
follows that a somewhat interesting point is opened up 
when one considers that, although the bankers’ protec- 
tion under Section 82 of the Bills of Exchange Act is 
applicable to dividend warrants, there is no mention of 
dividend warrants in the Amending Act of 1906, passed 
to protect a banker under Section 82 even where he has 
credited his customer’s account with the amount of a 
cheque before receiving payment thereof. This Amending 
Act would seem to apply only where the dividend 
warrant is a true crossed cheque. 

Before leaving the case, it is interesting to glance at 
the facts which made it necessary for the bank to defend 
an action for damages for conversion of this warrant 
for £250. It was expressed to be “ A/c Harry Turner, 
deceased,” and Mrs. Slingsby, a daughter of the testator 
who received the warrant, duly signed it and sent it to 
a Mr. Cumberbirch, the solicitor acting for the executors 
pursuant to an arrangement that any warrants should 
be handed to him for attention. Cumberbirch had an 
account with the Macclesfield branch of the defendant 
bank, and he represented to its manager that Mrs. 
Slingsby owed him £250 for money lent pending receipt 
of money under her father’s will, and in reliance on this 
the manager allowed him to pay the warrant into his 
own account on Cumberbirch assuring him that it was 
in repayment of his advance of £250. The astute 
Cumberbirch countered the manager’s suggestion that 
Mrs. Slingsby’s own cheque would be the more suitable 
form of repayment by explaining that for her to have 
done so would have made it evident that she was prob- 
ably receiving accommodation from the executors’ 
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solicitor. Now, Cumberbirch was a member of a reput- 
able firm of solicitors and up to the time of his dis- 
appearance was generally held in respect and was 
known as a trusted and respectable solicitor. Hence, 
there was nothing to prevent the bank manager accept- 
ing his explanation. And the learned judge supported 
this view and held that the bank had acted without 
negligence in collecting the warrant for Cumberbirch’s 
account. The manager had made inquiries as to what 
was, on the face of it, an unusual and irregular trans- 
action, and Mr. Justice Finlay thought that any reason- 
ably competent and careful bank official would have 
been satisfied with the answers he received, especially 
having regard to Cumberbirch’s high local reputation at 
that time. 

The second case, between the same parties and 
included in the same reported judgment, had reference 
to a claim by the executors against the bank for con- 
version of a cheque for £5,000, or for conversion of 
the money of the plaintiffs. The point of particular 
interest in the case was the decision of the learned judge 
that the cheque had been avoided by reason of a material 
alteration within the meaning of Section 64 of the Bills 
of Exchange Act, 1882, and that it had thereby become 
a mere valueless piece of paper. The matter came about 
thus. The plaintiffs intended to invest £5,000 through 
certain stockbrokers, to whom a cheque for that amount 
was prepared by their solicitor, Cumberbirch. It was 
duly signed by the plaintiffs and left with Cumberbirch, 
to be dealt with in accordance with instructions. He, 
however, afterwards fraudulently added the words “ per 
Cumberbirch and Potts ” on the face of the cheque, and 
paid it into the account of a company of which he was 
managing director, and the defendant bank duly 
collected it for that account. It was not disputed that 
the indorsement was in proper order owing to the altera- 
tion that had been made, but the judge held that when 
the altered cheque came into the hands of the bank, it 
was no longer a valid cheque. In any event, he found 
as a fact that even if he were wrong in this, the bank 
had acted in good faith and without negligence in that 
there was nothing to put them on inquiry—all appeared 
to be in order. It is comforting to find that the judge 
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was able to decide the point as to negligence in favour 
of the bank, for his decision as to the effect of 
the material alteration might in some cases be 
a very doubtful answer to a claim for conversion. 
Certainly it would not generally avail in such cases where 
the value represented by the cheque had actually been 
collected against the interests of the true owner of the 
cheque. The facts of this second Slingsby case, referred 
to above, were exceptional, and we do not regard it as 
of much value save as to the interesting decision as to 
material alteration. In every case, material alteration 
is a matter of law—Subsection (2) of Section 64 sets out 
certain alterations that are by statute regarded as 
material, such as date, sum payable, time of payment 
of a bill, and so on. For the rest, the test of materiality 
generally accepted is that any alteration changing the 
operation of the instrument or the liabilities of the parties 
—‘“any alteration seems to me material which would 
alter the business effect of the instrument if used for any 
business purpose,” said an authority—and that, too, 
whether the change is prejudicial or beneficial. 

Bankers and Surety-Securities—The third of this 
series of articles by our legal correspondent is 
postponed. 


The Conception of an Empire 


Currency 


HE idea of a common unit of currency for the 
Empire is at first sight attractive to people of 
very different outlook. To the practical banker 
there immediately occurs the conception of a super- 
Central bank; a clearing house where the affiliated 
central banks of the British Commonwealth could settle 
their debts to one another by book entries. He thinks 
of the vast economies that would thus be made ; and the 
strength of a currency backed by the whole Empire. To 
the Imperialist, the creation of an Empire monetary unit 
appeals as the creation of the strongest of all bonds to 
unify the Empire—a common economic policy. 
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In his book, the “ Rex,” Mr. J. F. Darling puts for- 
ward a suggestion for an Empire unit of such a kind. 
He proposes to set up a Bank of the Empire with a 
money of account of its own—the “Rex.” The Rex 
would, by a change in the law of each constituent State, 
take the place of gold as the foundation of its currency 
structure ; and the Bank of the Empire would buy its 
gold from affiliated central banks and treasuries, putting 
Rex to their credit in exchange at a fixed minimum price 
of, say, I13 grains of gold for a Rex. But the Bank 
of the Empire would have power to sell the gold at a 
higher price, say, 110 grains for a Rex; and since the 
Empire produces 70 per cent. of the world’s gold, and 
since the whole of the annual production would have 
by law to be sold to the Bank of the Empire, Mr. Darling 
contends that it would be possible for the Bank of the 
Empire to control the price of gold in terms of Rex. If 
it can control the world’s price of gold, it can control 
it in relation to the price of silver, and, therefore, a fixed 
ratio of gold to silver could be maintained. From this 
it follows that it would be possible to issue Rex against 
silver, varying the price at which gold and silver were 
sold so as to maintain the ratio between them. The issue 
of Rex on this bimetallic basis would allow an expansion 
of credit sufficient to set off the threatened insufficiency 
in the world’s supply of gold. 

The first comment which occurs to one is that the 
Empire is not, and will never be, a closed unit. Indubit- 
ably, inter-Empire trade can profitably be enormously 
expanded ; but the bulk of the trade of the Empire is, 
and will be, with extra-Imperial countries. While the 
Empire Bank might control the internal purchasing 
power of the Rex in terms of gold by compelling the 
Empire gold-producing countries to sell their gold to it 
at a fixed price, it is difficult to see how the British 
Empire could, by its own individual action of increasing 
the price at which it is prepared to sell gold, raise the 
external price of gold in terms of Rex. If one takes the 
stock of gold of the British Empire at the rather generous 
estimate of £250 millions, the amount of gold in the 
Central Banks and Treasuries of the rest of the world 
was, at the end of 1929, £1,893 millions. In the same 
year the world’s supply of new monetary gold was £60 
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millions ; if the British Empire controls 70 per cent. of 
the world’s output, the amount of £42 millions which 
the Empire Bank would receive annually is less than 
2 per cent. of the world’s stock. 

The position of the Empire is even worse than is 
shown by these figures, if the needs for gold as computed 
by the size of its industry and commerce are compared 
with the needs for gold of the rest of the world, similarly 
calculated. 

The two chief extra-Imperial countries on the gold 
standard, France and America, had, at the end of 19209, 
£1,138 millions of gold between them, or about four 
times the gold of the British Empire. Even supposing 
that the ratio of gold to credit is the same in those 
countries as in the British Empire as a whole, they have 
more gold than they need for industrial and commercial 
purposes. And it is probable that, assuming their 
industry and commerce to be constant, a decrease in 
their gold stocks and a consequent deflation of credit 
would not be accompanied by a rise in the value of gold 
against commodities as measured by wholesale prices, 
but by a diminution in the marginal (and inflationary) 
demands for credit. 

In addition, there is no telling what gold would be 
released from private hoards and diverted from industry 
if its price were raised. Furthermore, it is probable that 
any deliberate attempt to raise the external price of 
gold by the means indicated would immediately lead to 
great friction within the Empire. For those countries of 
the Empire whose chief industry is gold production and 
whose biggest exports are gold would, by being com- 
pelled to sell their gold to the Bank of the Empire at its 
lower buying price, be penalized as compared with 
countries whose exports were goods. This would be a 
state of affairs to which they might reasonably object. 

A currency which is to be used as the basis of the 
credit structures of every money unit of the Empire 
must be stable. But in relation to what is the Rex to 
be stabilized? If the Rex is to control the price of gold, 
it cannot be stable in relation to it. 

All that Mr. Darling says is that the ratio of gold to 
silver is to be kept stable; but this does not mean very 
much. In point of fact, since the rest of the world owns 
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over 88 per cent. of the world’s gold stock, and is on the 
gold standard, the Rex would be the variant in relation 
to gold, and an issue of Rex on a bimetallic basis would, 
from a gold-standard world point of view, be regarded 
as inflation against gold. But if the Rex is merely to be 
related to gold, a common currency would be of no 
advantage to the Empire as a whole. The tasks of the 
different Empire Central Banks in controlling their 
peculiar supplies of credit would become immensely 
more complicated. Instead of having to control credit 
(with some regard to the needs of production) according 
to gold movements, a burden which is hard enough in 
all conscience, they would have to relate their credit 
policy to the Rex, which in turn would be related to 
gold. In short, another variant would be introduced. 
For the relation of the Rex to gold would vary with the 
production and policy of the Empire as a whole and not 
with the production and policy of any particular unit 
thereof. For instance, if there were an Empire currency, 
and the harvest failed in Canada, then the rest of the 
Empire would suffer, not from the diminished purchas- 
ing power of Canada, but from the policy which the 
Empire Bank would have to undertake to keep the Rex 
stable in terms of gold. In other words, credit policies 
undertaken to keep the Rex stable would have unequal 
effects on the affiliated countries and would cause 
considerable resentment. 

Why has Mr. Darling stopped at an Empire cur- 
rency? There is not one of his proposals but could be 
applied with even greater force to a world currency. A 
world monetary unit would not have to be related to 
gold ; its supply could be regulated by considerations of 
prices or employment or production, while the value of 
gold could be maintained by using it as actual currency. 
In the present state of the world, unfortunately, the vision 
of a world currency is an idle dream. But would the 
Spirits of Nationalism be more outraged by the partici- 
pation of the U.S.A. in a world-monetary unit, than by 
the participation of South Africa in a currency common 
to the British Empire? 
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How the City Works 


XII. More Internal Departments of a Bank 
Conclusion 


HE Coupon Office ——The Coupon Office is closely 
allied to the Securities Department, the work of 
which was dealt with last month. A record in 

the form of a card-index is kept to indicate the due dates 
of the coupons on all the bonds in the custody of the 
bank, so that they can be detached well in advance and 
preparation made for their presentation. Some coupons 
are payable only after an advertisement of the fact has 
appeared in the Press, and the columns of the papers 
must be watched also for notices of drawings of bonds 
for repayment. Due and drawn bonds are dealt with 
in much the same way as coupons. A record of the 
coupons detached from each parcel of bonds is taken, 
and a credit-slip is made out in blank for each customer 
concerned. Any coupons sent up by branches or 
received over the counter from customers who keep 
their own bonds are included, and eventually the 
coupons from each different issue of bonds are amal- 
gamated, sorted into numerical order, and listed on a 
special form supplied by the paying agents. Three days 
before the due date each parcel of coupons and its list 
is left with the paying agents against a receipt ticket 
bearing a number, which is pencilled on the list to assist 
identification. The ticket is returned on the due date 
by the walk clerk, who receives in exchange a cheque 
for the total value of the parcel less income tax. This 
amount is apportioned among the customers to be 
credited, and on an important interest date there will be 
a very large number of completed credit-slips to be 
agreed with a miscellaneous assortment of cheques before 
they can be passed forward. The deduction of income 
tax is obligatory, and the collecting banker must be 
prepared to give to each customer a certificate of the 
amount deducted, or to provide the paying agent with 
an affidavit as to the non-liability of customers for whom 
he claims payment in full. 

Coupons payable abroad are sent in good time to 
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foreign agents for collection, or sold in London to brokers 
who specialize in that class of business. In particular, 
coupons from bonds of some of the big international 
issues are payable in any one of several countries, the 
amount in each currency being fixed, and if a particular 
foreign exchange is favourable the bank may be able to 
sell coupons in London (to be collected abroad by the 
dealer) at a higher price than it would obtain by 
presenting them to the London paying agents. 

The Coupon Office is sometimes charged with the 
duty of lodging on behalf of customers applications for 
new loan or share issues, and is generally rewarded with 
brokerage on the resulting allotments. The application 
lists of good issues are usually closed so early that unless 
circumstances have permitted of instructions being given 
by the customers in advance, they will have to be sent 
by wire. It may here be added that as it is perfectly 
simple for anybody to send a telegram in another 
person’s name, business by post does not include business 
by telegram unless some safeguard has been arranged. 
This may take the form of including in the text of the 
message a number variable according to some pre- 
arranged plan, or merely a single password known only 
to the bank and the customer. 

The Bill Office—Bills are amongst the most 
important assets of banks as well as of their customers. 
Those which the bank has bought, or discounted, must 
be distinguished from those belonging to customers, 
which the bank is holding on their behalf until maturity. 
The latter are called “short” bills, not to be confused 
with short-dated bills, the name having originated, it is 
said, from a practice of making a memorandum of them 
outside, or short of, the cash column in the customers’ 
accounts. This practice has probably long been obsolete, 
short bills now being posted in separate ledgers similar 
to current account ledgers. On collection at maturity, 
the amounts are debited in these ledgers and credited to 
the respective current accounts. Bills discounted are 
debited to an impersonal account in the general ledger 
via an internal discount account in the customer’s name, 
the full amount being credited to the latter’s current 
account. Separate debits and credits are passed for the 
amount of the discount. 
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All bills, whether discounted, held short, or taken as 
cover for brokers’ loans, are kept in order of their due 
dates in movable cabinets, which can be taken away to 
the strong rooms at night, and a diary is kept showing 
each day’s maturities in detail. English banks discount 
only for customers and, even so, consider every bill on 
its merit before agreeing to take it. An experienced 
manager will be familiar with the names on many of 
the bills offered to him, and will have a shrewd idea of 
the value of those names. Occasionally he will have 
recourse to the card-index of the information department 
and more often to the inspection ledgers of the bill office, 
in which are recorded under the names of the acceptors 
the amounts of all the bills bought by the bank. From 
these books he can see at a glance how much of any 
particular acceptor’s paper he is already relying upon, 
and may decide to allow some of it to “ run off” before 
taking any more. 

Some of the bills in the bank’s “ portfolio” will be 
its own acceptances. These are created, as has been 
shown in a previous article, in connection with com- 
mercial credits. The bank having engaged itself to 
accept bills for a customer’s account under certain 
strictly defined conditions, must do so if the conditions 
are fulfilled. On the presentation of such a bill, the 
register of credits opened must be consulted and the bill 
marked off therein. After acceptance, it is debited to 
an acceptance account against the customer concerned 
and returned to the presenter. The bank’s liability will, 
of course, be shown by a corresponding entry in the 
bank’s impersonal accounts. On payment at maturity, 
the customer’s current account is debited and the other 
accounts cleared by a series of corresponding entries. 

Travellers’ Credits, etc—Travellers’ letters of credit 
are, of course, entirely different from commercial credits. 
Each of the big banks has several thousands of agents 
and correspondents all over the world. All these agents 
are supplied with specimens of the signatures which 
appear on the bank’s letters of credit and circular notes. 
The former are orders addressed to the bank’s agents, 
collectively instructing them to pay to the named 
traveller who will present the letter such sums as he 
requires up to a certain total, endorsing the amounts paid 
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on the letter. The bearer must also carry a Letter of 
Indication, which is merely an official card bearing a 
specimen of his signature. When he presents his letter 
of credit, he is asked to sign a draft for the amount he 
wishes to draw, and his signature is compared with that 
on the letter of indication. The agent makes a small 
profit for his services out of the rate at which he converts 
the sterling draft into the local currency, and sends the 
draft to this country for payment to his credit just like 
any other London draft he may have acquired in the 
course of his business. It is clearly advisable that the 
letters of credit and indication should be carried quite 
apart from each other, as the theft or loss of one would 
not facilitate fraud to nearly the same extent as if both 
fell into wrong hands together. 

Circular Notes are dealt with in exactly the same 
way, but the values are fixed, the traveller carrying the 
amount he requires in denominations of, say, £5 and 
£10. Travellers’ Cheques provide another alternative 
lacking something of the safety of circular notes, but 
possibly circulating a little more freely outside banking 
circles. They also are issued in fixed denominations, 
but are not accompanied by a letter of indication. The 
letter of credit department is quite a small one, con- 
sidering that its mandate runs to the ends of the earth. 
There is seldom any hitch in the automatic working of 
the system, and except when it happens to be necessary 
to advise the agents of changes in the bank’s signatures, 
the clerical work is limited to issuing the letters, record- 
ing the issue in a register, and checking the customers’ 
signatures and the amounts of the drafts as they come in. 

When a traveller intends staying at one place, or very 
few places, a letter of credit may be addressed to par- 
ticular agents in those places only. Many people, how- 
ever, prefer not to add valuable documents to their 
impedimenta, and in such cases the bank will write to 
the agents requesting them to cash the customers’ 
cheques up to a given total or to a certain amount per 
week. A specimen signature is enclosed, and the result 
is much the same as if the bank sent one of its ordinary 
letters of credit direct to the agent instead of by the hand 
of the customer. In many cases, especially if the 
customer is on a business journey, he will carry a letter 
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of introduction from his bank to an agent, or to a number 
of agents collectively, praying their advice and assistance 
in case of need. If the agent has a London office, the 
customer’s bank will usually ask that office for the letter 
of introduction, on the assumption that it will carry 
more weight. 


The Trustee Department.—The full development of 
this department was only made possible by the passing 
of the Public Trustee Act of 1906. A bank, if it is willing, 
may be appointed a trustee in various capacities, such 
as executor of a will, trustee of a marriage or other settle- 
ment, or for debenture-holders. The duties of the 
members of the department are varied, being determined 
by the deeds creating the trusts which they administer, 
and, needless to say, their legal knowledge must be con- 
siderable. As regards the rest of the bank, the trustee 
department is in the position of a customer. That is to 
say, a current account is opened for each trust, the stock 
office holds the securities and other valuable documents, 
and when any other banking service is required, applica- 
tion is made for it to the appropriate banking department 
in the ordinary way. 


The Inscribed Stock Office—Some banks are 
registrars of Colonial and Corporation stocks to a con- 
siderable extent, and the inscribed stock office, like the 
trustee department, is somewhat in the position of a 
customer keeping accounts with the bank for the pur- 
poses of the various loans which it manages. Its distinc- 
tive work is mainly to issue stock, to keep a record of 
holders and to pay their dividends. Ledgers are kept 
for each issue, the particulars of each holder and his 
holding being posted in a separate “ account.” Transfers 
imply the passing of debit and credit entries, the total 
of the balances being necessarily always equal to the total 
of stock issued and remaining unredeemed. Transfers of 
inscribed stock are made by the holders or their 
attorneys, usually the stockbrokers through whom the 
sale has been made, in bound books of transfer forms 
kept in the office for the purpose. Dividend warrants 
are prepared from a card-index containing the necessary 
particulars, and are checked against dividend books, 
which record the same particulars and serve as registers 
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against which the warrants may be marked off on 
presentation for payment. 

The Intelligence Department.——To take a share in 
the control of one of the great modern banks, a manager 
needs to be very well informed on a vast number of 
matters, from prices in some far-off market to political 
developments of world-wide importance, and his infor- 
mation must be up to date. Most banks, therefore, have 
departments which collect information from the Press 
and a variety of other sources, rejecting what is useless, 
and collating and filing the rest for use if needed. The 
same department is usually responsible for the publica- 
tion of the bank’s review, a periodical issued to interested 
customers and others, and being largely an index to the 
state of the various markets, trades and industries at 
home and abroad upon which—it is not too much to 
say—the fortunes of the bank depend. 

This concludes the series of articles entitled “ How 
the City Works.” To those actually engaged in the work, 
the articles may seem to have covered familiar ground. 
Yet there are many bank officers scattered throughout 
the country who at times are inclined to regard “ Head- 
Office ” as existing simply to harass them with demands 
for returns and statistics. Both head-office and country 
branch are equally an essential part of the same machine, 
and the author hopes that the branch man may have 
come to realize something of the nature of the duties, 
responsibilities and difficulties of his head-cffice 
colleague from this description of “How the City 
Works.” 





Banking Appointments and 


Retirements 


Barclays Bank 

Among retirements announced this month are those 
of Mr. H. L. Langdon, Manager at Charing Cross; 
Mr. F. Lucas, Manager at Stepney; Mr. H. L. Gillham, 
Manager at 19, Fleet Street; and Mr. C. H. Smith, a 
Head Office Inspector. 

Mr. H. A. Patience has been appointed Manager of 
Liverpool Foreign Branch, thus returning to a post he 
held from 1922 to 1929. Born in 1881, Mr, Patience 
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received his first banking appointment in 1896 at the 
Forest Gate Branch of the London and South Western 
Bank. In tIg15-22 he served abroad with Messrs. 
Cox & Co. (France), being appointed first Acting Manager 
at Paris, and then Manager at Rouen and Marseilles. 
He held this last-named post for six years. In 1922 
he returned to England and the service of Barclays Bank, 
and received his first appointment to his present post. 
In 1929 he moved to the manager-ship of the Liverpool, 
Water Street Office, and now, after a year’s interval, 
returns to his former post. Mr. Patience became a 
Certificated Associate of the Institute of Bankers in 
1902, and is now Vice-President, Liverpool District. His 
recreations are tennis, philately, the French language 
and literature. 


Midland Bank 

Mr. A. F. W. Meen has retired from the management 
of the Leadenhall Street Branch. Born in 1869, Mr. Meen 
joined the service of the London Joint Stock Bank in 
1888, and had the almost unique experience of spending 
the whole of his service at the one branch, Leadenhall 
Street. For five years he acted as Assistant-Manager, 
while for the last thirteen years he was Manager. During 
the war he carried out hospital duties at Edmonton 
Hospital. His chief recreation is music, principally 
organ playing. 

Mr. H. C. Haxley has been appointed Manager of the 
Leadenhall Street Branch in succession to Mr. Meen. 
Born in 1880, he entered the service of the London and 
Midland Bank in 1895, and after having served in all 
branch capacities up to that of relief manager, was, in 
1914, appointed Manager of Stepney Branch. A year 
later he moved to the branch at 237, Tottenham Court 
Road, where he remained until his present appointment. 
Mr. Huxley in his time was a keen “ soccer” player and 
oarsman, and has represented the bank at both sports. 
He is a Freeman of the City of London, and also a Mason 
of rich experience. He has always been an active 
member of the Midland Bank Staff Association, and in 
1928 was elected Chairman. 

Mr. Arthur Morley has retired from the management 
of the Midland Bank, Old Town, Grimsby. Mr, Morley 
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was born in 1865, and joined the service of the Hull 
Banking Company in 1883. After 24 years’ service at 
Beverley and Hull, he was promoted to be Manager of 
the York City and County Bank at Beverley. There he 
remained until 1912, when he received his present 
appointment. Among public offices, Mr. Morley has 
acted as Treasurer of the Cleethorpes Urban District 
Council. He is a Life Governor of the Grimsby District 
Hospital. 


National Provincial Bank 


Mr. J. H. Chilton, Manager at North Audley Street, 
has been appointed to be Joint Manager at the Orchard 
Street Corner Office of the bank. His colleague is 
Mr. Guy D. White, who until recently was attached to 
Messrs. Coutts and Company as Manager of their Park 
Lane Branch. 

Mr. Ll. Rowlands, Manager at Liverpool, has retired 
on pension. As a result, the businesses of the Liverpool 
and Cotton Exchange Branches have been combined. 
Mr. H. Hughes, now Manager of the Cotton Exchange 
Branch, is to be Manager of the combined business, and 
he will have with him as Sub-Manager, Mr. H. N. J. Tate, 
who is being transferred from the Adelphi, Liverpool 
Branch, where he was Manager. He is to be succeeded 
there by Mr. E. C. Hatton, now Manager at West Kirby, 
Liverpool. 


Westminster Bank 


Consequential upon the appointments of Mr. Charles 
Lidbury to be Chief General Manager, and of Mr. Walter 
Bentley to be Joint General Manager at Threadneedle 
Street, mentioned in the previous issue of THE BANKER, 
the following appointments have been made :— 

Mr. W. T. Ford, Manager at Lombard Street, becomes 
an Assistant General Manager of the bank in succession 
to Mr. Walter Bentley. 

Mr. Ford is succeeded at Lombard Street by Mr. A. W. 
Bentley, who hitherto has been Deputy Manager at that 
office. 

Mr. T. H. R. Lawman, Assistant Manager at St. Mary 
Axe, now moves to Lombard Street, where he will become 
Deputy Manager in place of Mr. Ford. 
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Mr. J. Boorne, Manager at Southwark, is promoted 
to become Joint Manager at St. Mary Axe. 

Mr. R. H. Broadfoot, Manager at Piccadilly Circus, 
moves to Southwark in succession to Mr. Boorne. 

The Westminster Bank also announce that Mr. F. L. 
England, Sub-Manager at Taunton, has been appointed 
Manager at Taunton, to succeed Mr. G. F. Ireland, who 
has retired after 46 years’ service. 





International Banking Keview 
UNITED STATES 


RRANGEMENTS are being made for the amal- 
A gamation of the American Trust Company of 

New York with the Bank of Manhattan Trust 
Company. Both institutions are controlled by the Man- 
hattan Company, which also controls the International 
Acceptance Bank., Inc., the International Manhattan 
Co., Inc., and the New York Title and Mortgage Co., with 
its subsidiaries. The total resources of the Bank of 
Manhattan Trust Co. will increase as a result of the 
amalgamation from about $400,000,000 to about 
$460,000,000. Negotiations are believed to be in pro- 
gress for a merger of much greater importance. The 
banks involved are the Bank of United States, Manu- 
facturers Trust Co., Public National Bank and Trust 
Co., and International Trust Co. The deposits held by 
these banks amount to about $700,000,000, while their 
total resources are about $1,000,000,000. 

The amalgamation movement between small banks 
in out-of-town centres continues. In Philadelphia, the 
Woodland Bank and Trust Co. is to absorb the City 
National Bank and Trust Co., thereby increasing its 
resources to $10,000,000. In Cincinnati, the Provident 
Savings Bank and Trust Co. is to absorb the Bank of 
Commerce and Trust Co. The total resources of the 
combined institution will be $43,000,000. The Boston 
National Bank is to amalgamate with the Continental 
National Bank of Boston ; the resources of the new bank 
will be $11,000,000. 

The past month witnessed a banking crisis of some 
importance in several districts of the Southern and 
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Central States. A large number of local banks, mostly 
of small importance, closed their doors in Indianopolis, 
Kentucky, Cincinnati and Arkansas. Between Novem- 
ber 15 and November 20 the total number of failures 
was I10, while from the beginning of this year the 
number was over 800, against 55I in 1929 and 484 
in 1928. 


FRANCE 

As a result of the difficulties of the Banque Oustric 
on the Bourse, France has experienced a minor banking 
crisis during the past month. The reconstruction of the 
Banque Francaise de I|’Afrique and the failure of the 
Banque Vasseur in October gave rise to adverse rumours 
as to the position of other banks. As the association of 
the Banque Oustric with Signor Gualino—who had to 
liquidate his assets in Italy to meet his liabilities towards 
the Banca Agricola Italiana—was a matter of common 
knowledge, there was a decline in the industrial securities 
controlled by the Oustric group. As the bank held its 
securities largely on margin, the result of this decline 
was that the bank was unable to meet its liabilities. At 
the same time, three banks in which the Banque Oustric 
held a controlling interest, Banque Adam, the Crédit 
du Rhéne and the Banque Lacour et Chasseraud, 
experienced a run of their depositors, and had to suspend 
payment. 

The consequence of these suspensions was the whole- 
sale withdrawal of deposits from all but the strongest 
French banks. The French public became unreasonably 
alarmed, and there were signs that a serious crisis might 
develop. The uneasiness was accentuated by the failure 
of the American banking firm of Munroe and Co., Paris. 
In order to meet withdrawals and to prepare for emer- 
gency, the French banks withdrew considerable amounts 
of balances from London and New York, and this at once 
resulted in an appreciation of the franc and an inflow of 
gold from London. 

After the failure of the Banque Oustric, the French 
banks decided to take steps for the reconstruction of the 
banks controlled by that firm. The Crédit du Rhéne 
and the Banque Adam reopened after a few days of sus- 
pension ; it is stated that the amount required for the 
solvency of the former is merely 6,000,000 francs, 
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and that its assets are well in excess of its liabilities. On 
the initiative of the Government and with the help of 
the Bank of France, a group of banks has been formed 
to carry out the reconstruction of the Banque Adam. 
This group was headed by the Bank of France, and 
included Rothschild Fréres, Lazard Fréres, Crédit 
Lyonnais, Société Générale, Comptoir National 
d’Escompte, Banque Nationale de Crédit, Banque de 
Paris et des Pays Bas, Banque de |’Union Parisienne, 
Union des Mines, Société Générale de Crédit Industriel 
et Commercial, Crédit Commercial de France, Crédit du 
Nord, Banque Générale du Nord, and Banque Dupont. 
A new company is being formed with a capital of 
80,000,000 francs, under the management of M. Roger 
Lehideux, President of the French Bankers’ Association. 
As a result, the bank has been able to reopen its doors. 

The excitement caused by the affair was entirely out 
of proportion to the intrinsic significance of the failure. 
The disappearance of the Banque Oustric is decidedly 
to the advantage of the Paris market, for it was a specu- 
lative group, whose methods were often open to 
criticism. Two years ago, in association with Italian 
and German financial interests, it attempted to acquire 
the control of the Crédit Lyonnais. To prevent it, that 
bank had to issue shares of plural votes, which example 
was followed by many other French banks. In the 
circumstances, M. Oustric could not expect much assis- 
tance on the part of the banks, which otherwise would 
doubtless have helped him. 

Once the arrangements for the reconstruction of the 
Banque Adam and its associate banks had been com- 
pleted, the uneasiness gradually subsided. The failure 
of the Paris banking firm Benard Fréres did not produce 
any deep impression. It was entirely independent of 
the Oustric crisis, and was due to developments in Wall 
Street. In fact, in banking circles the difficulties of the 
firm were known several weeks before the Oustric 
troubles. 

The accounts of several banks for the business year 
ended June 30, 1930, have recently been published ; they 
show little change against the previous business year. 
The Crédit Mobilier earned, in 1929-30, 11,877,000 francs, 
against 11,760,000 francs for the previous year. The 
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Comptoir Lyon-Alemand increased its net earnings from 
44,767,000 francs to 45,649,000 francs, while the Banque 
de l’Algérie increased its net profits from 48,830,000 
francs to 49,984,000 francs. The Banque Frangaise du 
Rio de la Plata earned a net profit of 1,132,000 francs, 
against 1,124,000 francs in 1928-29; the net profits of the 
Banque Franco-Japonais were 1,573,000 francs, against 
1,553,000 francs a year ago. In practically every case 
the dividend remained unchanged. 

Interim reports showing profits during the current 
year do not indicate any decline against the correspond- 
ing periods of 1929. In fact, in some cases, increases 
have been registered. Thus, the Crédit Foncier—whose 
new mortgage bond issue of 2'2 milliards was heavily 
oversubscribed—earned 85,437,000 francs during the first 
nine months of 1930, against 75,858,000 francs during the 
first nine months of last year. The Banque de I’ Indochine 
increased its net earnings from 29,687,000 francs during 
the first half of 1929 to 30,315,000 for the corresponding 
period of this year. 

Steps are being taken by French banks to cancel the 
shares of plural votes issued in order to prevent the 
acquisition of control by undesirable quarters. The 
Banque des Intéréts Francais has decided to reduce its 
capital from 7,000,000 francs to 6,250,000 francs by 
eliminating the 1,000 shares possessing plural votes. 


GERMANY 


Although the improvement of the political situation 
has resulted in an all-round betterment of the economic 
and financial situation, the number of small bank failures 
remains high. The banking firm L. Rindskopf, Essen, 
has suspended payment. It is believed that the creditors 
may receive 60 to 70 per cent. Other suspensions include 
the Golderberger Bank, which was established twenty- 
five years ago, and the Mannheim banking firm of Lefo 
and Langenbach. The Bankgeschaft Hans Sachs, 
Leipzig, got into difficulties, but it is believed that its 
liabilities are largely covered. The shareholders of the 
Deutsch-Hollaendische Discontbank A.G., Berlin, have 
decided to liquidate the bank, as it has lost more than 
half of its share capital. 

The accounts of the Kreditbank Nord-Ost, Berlin, 
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which got into difficulties last year, show a net loss of 
1,551,000 reichsmarks for 1929. The Berlin banking firm 
F. W. Krause and Co. closed the business year 1929 
with a loss of 7,900,000 reichsmarks. Its capital of 
9,000,000 reichsmarks is to be reduced to 2,500,000 reichs- 
marks. The total amount of liabilities of the Elberfeld 
banking firm, Kern, Hof and Sachsse, which suspended 
payment recently, is estimated at 1,500,000 reichsmarks, 
against which there are assets of 1,700,000 reichsmarks, 
some of which are, however, of doubtful value. The 
small shareholders of the Frankfurter Bankverein— 
whose shares have been written down from 1,000,000 
reichsmarks to 1,000 reichsmarks—will be compensated 
to the extent of 74 per cent. of the nominal amount of 
their holding. The City of Frankfort will become the 
sole shareholder, and will transfer the bank’s savings 
bank section to the municipal savings bank. The losses 
of the bank amounted to 928,000 reichsmarks in 1927 
and 226,000 reichsmarks in 1928. The liquidation of the 
Allgemeine Spar- und Kreditbank, Frankfort, is not pro- 
ceeding according to expectations. A group of banks 
advanced to the liquidators 600,000 reichsmarks in 
anticipation of the recovery of claims, but so far less than 
half of that amount has actually been recovered. 

While the small and medium-sized banks are having 
a bad time, the business of the leading banks is develop- 
ing normally. In their interim statement for the first 
half of the year, the board of directors of the Commerz- 
und Privatbank state that while the results of that period 
are satisfactory, so far the result of the second half of 
the current year is less favourable than that of the first 
half, this being due to the political and economic situa- 
tion. This is probably the case with all leading banks. 

The banking firm von der Heydt’s Bank is to change 
its name to August Thyssen Bank A.G., as a result of the 
acquisition of its control by the Thyssen group. There 
will be no change in its board of directors. The well- 
known industrialist, Dr. Paul Silverberg, will join the 
Bankhaus A. Levy, Cologne, on the retirement of the 
present senior partner, Dr. Louis Hagen. 


ITALY 
An agreement has been reached between the Banco 


—— 
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di Roma and the Banco Espanol de Credito 1n virtue of 
which the latter will take over the former’s Spanish sub- 
sidiary, the Banco di Roma (Espana) S.A. The reason 
which induced the Banco di Roma to dispose of its 
interests in Spain is the difficulty of operating a foreign 
concern in that country. Some years ago, the Banco di 
Roma ceded to a local bank its Madrid branch, and con- 
verted its other branches into a bank under Spanish law, 
with head offices in Barcelona. All its branches are 
situated in Catalonia, and as the Banco Espanol di Credit 
has no branches in that province, the acquisition of the 
Italian bank will be advantageous to that institution. 

The rumours which have been current for some time 
past of the liquidation of the Banca Zaccaria Pisa, 
Milan, have officially been confirmed. The liquidators 
include Mr. Enrico Consolo, late manager of the London 
Branch of the Banca Commerciale Italiana. The Credito 
Regionale Ligure, Genoa, has been declared bankrupt. 
Its liabilities are estimated at 63 million lire, while its 
assets are valued at 45 millions. The assets of the Banca 
della Liguria, which suspended payment, amount to 
3,880,000 lire, while its liabilities amount to 3,107,000 lire. 

Senator Crespi has resigned the chairmanship of the 
Banca Commerciale Italiana in order to devote his 
attention to his extensive interests in the cotton industry. 
He will continue to be associated with the board of 
directors in an advisory capacity. His successor is 
Senator Conti, who has been up to now deputy-chairman 
of the bank, and who is generally considered as one of 
the outstanding personalities in Italian banking. 


SWITZERLAND 


The Banque de Montana S.A., Montana, has acquired 
the Banque Communale de Sierre. To that end, it has 
increased its share capital from 150,000 francs to 300,000 
francs. The Neuenburger Kantonalbank suffered losses 
amounting to about 17,000,000 francs. To meet the 
deficit, the State of Neuenburg placed at the disposal of 
the bank 1,000,000 francs free of interest and 23,000,000 
francs at an interest of 3 per cent. 

The Continentale Gesellschaft fur Bank und Indus- 
triewerte, which was established recently at Basle with 
a paid-up capital of 40,000,000 francs, to take over the 
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security holdings of the late Allgemeine Oesterreichische 
Bodencredit-Anstalt, has issued a 54 per cent. debenture 
loan of 40,000,000 francs. Of this amount, 10,000,000 
francs were taken over by Messrs. Helbert Wagg and 
Co., Ltd., while a similar amount was taken over by the 
Vienna house of S. M. Rothschild, and 7,500,000 francs 
were taken firm by a Swiss financial group. The 
12,500,000 francs issued to the public were heavily over- 
subscribed. 
HOLLAND 

The well-established Amsterdam private banking 
firm Labouchere and Co. has been converted into a 
limited company with a share capital of 5,000,000 guilder, 
of which 4,200,000 guilder is paid up. In addition to 
the former partners of the firm, its shareholders include 
Messrs. Helbert Wagg and Co., Ltd., the Prudential 
Assurance Co., and the Chase Securities Corporation. 
The British financial interests will be represented on the 
board by Mr. A. Palache, of Messrs. Helbert Wagg and 
Co., and the Chase Securities Corporation will be repre- 
sented by its vice-president, Mr. J. H. Gannon. 

The Wolbank, which was established by an inter- 
national financial group in 1924, and which went into 
voluntary liquidation at the end of 1929, will pay in 
December to its creditors another dividend of 40 per 
cent., making a total of 90 per cent. The balance is 
expected to be paid in 1931. 


BELGIUM 


The net profits of the Banque Belge pour |’Etranger 
for the business year ended June 30, 1930, amounted to 
30,854,000 francs, against 30,594,000 francs for the pre- 
vious business year. The dividend remains unchanged 
at 50 francs net, and 10,000,000 francs will be added to 
the reserves. 

LUXEMBOURG 


The Banque Internationale de Luxembourg has 
participated recently in the establishment of several 
holding companies, such as the Commercial Holding 
Company, in which American capital participates, and 
the Holding Textile International S.A., in which French 
capital is interested. The total capital of holding com- 
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panies formed during the first three months of 1930 with 
the participation of the bank was 535,000,000 francs. 


SPAIN 

The profits of the Banco Espanol de Credito for the 
past business year amounted to 11,647,000 pesetas, 
against 13,520,000 pesetas for 1928-29. The decline is 
only apparent, however, as the figure for 1928-29 includes 
an exceptional item of 4,037,000 pesetas. The dividend 
remains unchanged. The net profits of the Banco Arnus 
for the business year ended June 30 last amounted to 
2,263,000 pesetas, against 2,117,000 pesetas for the 
previous business year. The dividend remains at 9 per 
cent. The holding company of the bank, the Cia 
Financiera y Fiduciaria Arnus Gari, earned a net profit 
of 1,050,000 pesetas, against 970,000 pesetas for 1928-29. 
Its dividend has been raised from 5 to 6 per cent. on the 
share capital of 10,000,000 pesetas. 

The Banco Hipotecario Espanol is issuing 25,000,000 
pesetas of 5 per cent. mortgage bonds. 


PORTUGAL 
One of the leading provincial banks, the Banco do 
Minho, has suspended payment. As until recently it 
enjoyed a good reputation and had good connections 
abroad, the authorities have decided to take steps to 
safeguard the interests of creditors. 


CZECHOSLOVAKIA 


The National Bank of Czechoslovakia has issued an 
emphatic denial of the report that it has obtained a credit 
from the Bank for International Settlements. It is stated 
that the bank has never applied for any credit, and as, 
in any case, the Prague money market is amply pro- 
vided with liquid funds such an operation would be 
unnecessary. 

The gold stock of the National Bank has shown 
several increases lately, as a result of purchases made in 
New York. 

YUGOSLAVIA 

The Government has elaborated a bill for the estab- 
lishment of a State Industrial Bank. Its share capital 
will be 150,000,000 dinars, with authority to increase it 
to x milliard dinars. The major part of the capital will 
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be subscribed by the Government and various public 
corporations, such as the National Bank, the State 
Mortgage Bank and the Post Office Savings Bank. Its 
deposits will be guaranteed by the State. The bank will 
have the authority to issue bonds and to grant mortgage 
credits up to 40 per cent. of the value of the industrial 
enterprise. 
ROUMANIA 


The Banca Romana de Comert si Credit, which was 
established in 1920 by the Prague Credit Bank, will be 
liquidated, owing to the amalgamation of its parent 
institution with the Anglo-Czechoslovakian Bank. 

Another small Roumanian bank which will be liqui- 
dated is the Banca Danubiana, in which the Swedish 
Ericsson Co. has an interest. In 1929, it closed its 
accounts with a loss of 8,000,000 lei, and further losses 
have been incurred during the current year. 

The National Bank has arranged the amalgamation 
of three provincial banks, which got into difficulties early 
this year and which were saved from failure by means 
of official support. 


POLAND 


Mr. Dewey, the foreign adviser of the Bank of 
Poland, relinquished his post in November, as his term 
of office has expired, and the financial consolidation of 
the country has made its renewal superfluous. The Bank 
of Poland has sold recently part of its gold stock held 
abroad, so as to replenish its foreign exchange reserve. 

The Bank Diskontowy, Warsaw, will absorb the 
Bank Malopolski. The amalgamation is the result of the 
fusion of the Allgemeine Oesterreichische Bodencredit- 
Anstalt with the Oesterreichische Creditanstalt. 


PERU 


Local banks, including the branches of the Anglo- 
South American Bank and of the Royal Bank of Canada, 
have agreed to make a loan of $6,000,000 to the Banco 
del Peru y Londres, so as to enable the latter to repay 
savings deposits. The bank suspended payment in 
October. It is one of the leading banks of the country, 
and the authorities are endeavouring to effect a 
reconstruction. 
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CHINA 

During 1929, 33 banks were incorporated as limited 
liability companies. In the course of the first half of the 
current year, the number of certificates issued by the 
Government was ten. The newly-registered banks are 
as follows:—Bank of Colonisation for Szechuan and 
Sikong, Chungking; Tung Yih Bank, Shanghai; 
Hsuchow Kuo Min Bank, Hsuchow (Kiangsu) ; Putien 
Bank of Industry, Putien (Fukien) ; Ho Kun Trust Co., 
Shanghai; Agricultural and Industrial Bank of China, 
Tientsin; Tientsin Yishen Bank, Tientsin; Sin Hua 
Commercial and Savings Bank, Peiping; Chung Hua 
Commercial and Savings Bank, Shanghai; Ningpo 
Commercial and Savings Bank, Shanghai. 


ABYSSINIA 
The Abyssinian Government acquired the control of 
the Bank of Abyssinia. Its name will be changed to that 
of the National Bank of Aethiopia as from January 1931. 
Its task will be to replace the Marie Theresia “ thaler ” 
with its own currency, which will be stabilized in relation 
to gold. The staff of the bank will be retained. 


A New Banking Inquiry in the 
United States 


By H. Parker Willis 


HE November elections in the United States, 
resulting as they have in the return of a 
House of Representatives whose majority is 
Democratic (although narrowly so), has been important 
in many ways, but in none more so than as regards 
banking and banking reform. There has for a long 
time past been an earnest and constant demand for the 
reorganization of the banking system in general and for 
the reform of the Federal Reserve System in particular. 
This demand has grown out of the existence of undoubted 
abuses, whose prevalence and seriousness have been 
contested by few—even among those who were largely 
responsible for the state of things which had arisen. 
The panic of 1929, although by no means due, in the 
narrow sense of the term, to these abuses, was intensified 
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by them; and its effects in the United States have been 
rendered much more severe by the continuance of these 
abuses. It was the panic, however, which first allowed 
the discussion of these conditions, and then led to the 
change of political control in Congress that has now 
occurred. Secure in the confidence that the ruling 
clique in Washington would not suffer any real innovation 
to be made, the financial group which was primarily 
responsible for the financial excesses of the past few 
years was disposed to proceed with little hesitation, in 
the belief that there would be no immediate reckoning. 

The political change which has now occurred, although 
by no means sufficient to guarantee freedom or thorough- 
ness of action in Congress, has at least removed the 
barriers to action, and has rendered possible the taking 
of some genuine steps for the improvement of present 
banking conditions. This is the true significance of the 
change which has occurred and which carries with it 
many implications of far-reaching financial modification. 
An alteration in banking legislation is likely to be 
followed or accompanied by important changes in other 
financial legislation—a fact which is frequently over- 
looked, but has not been forgotten by those who are 
most active in the financial market at the present time. 
There are pending in Congress a number of important 
financial projects to which, it is believed, those who 
used to be in power in Washington had given at least 
a tentative approval. Had the election gone the other 
way, they would have been in a fair way to become law, 
whenever a fair opportunity was afforded. As things 
now stand, with a small Democratic majority in the 
House, and the lack of any Administration control over 
the Senate, there is little chance of the enactment of 
such proposals—certainly of such as are of a distinctly 
“special interest’ variety. The banking investigations 
which are in prospect will not form a favourable back- 
ground for schemes of a sort calculated to further stock- 
market manipulation, nor will they be likely to leave 
as easy an access as hitherto to bank funds, for the 
promotion of purposes which will draw unduly heavily 
upon the banking reserve of the nation. 

This brief sketch of the situation shows the “ key ”’ 
character of the legislation which is now to be attempted, 
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and makes it worth while to understand exactly what is 
sought. A bill has already been drafted and introduced 
into the Senate by Senator Glass of Virginia for the 
purpose of laying the foundation for further inquiry 
and discussion. This bill has been referred to a sub- 
committee of five with Mr. Glass as chairman, and the 
sub-committee has organized itself for the winter’s work 
which will centre round an analysis and revision of the 
terms of this proposed measure. The bill in question 
consists of twelve sections. First of all, it undertakes 
to broaden the lending powers of the national banks 
by giving to them all privileges exercised by State 
institutions in those States in which given national 
banks are situated. This step is of serious importance, 
its purpose being to end the constant demand for further 
“concessions ’’ to national banks, by placing all banks 
upon the same basis. It is true that, in many States, 
there are undesirable banking laws, and that, should 
the Glass Bill be adopted, national institutions would be 
able to exercise powers which, in the abstract, they had 
better not possess at all. The Glass Bill definitely 
accepts the theory that, as things are going, it is more 
desirable to face conditions exactly as they exist, and to 
supervise the national banks more severely, in order to 
ensure good banking, than to seek the same end by mere 
legislative enactments. This theory might be subject 
to very severe criticism, were it not for the fact that, 
as a survey of the past ten years clearly shows, there 
has been a process of progressive deterioration in banking. 
Such retrogression has been due to the constant effort 
of national and State authorities to obtain the largest 
possible number of new organizations or admissions to 
their respective systems, by holding out to prospective 
or present banking institutions temptations or induce- 
ments to accept membership, or to organize afresh, 
under the particular set of laws applying to each system. 
The Glass Bill seeks to end this serious evil by putting 
State institutions on notice that any further disposition 
to debase the banking laws by making further “ con- 
cessions ’’ to bad banking will be met by similar action 
on the part of the national authorities, who will then 
trust to their own efforts through closer examination 
and supervision to prevent the further growth of 











290 THE BANKER 


hazardous lending and other injurious practices. The 
provision, if adopted, should, moreover, do something 
to bring about a more uniform and standardized condition 
of banking throughout the United States. 

The second important provision of the new measure 
is intended to stop, or at least to restrict, the develop- 
ment of what is called “chain banking.’”’ Under the 
chain-banking system, it has been customary for indi- 
viduals or companies to purchase all, or a majority, of 
the shares of individual banking institutions. These are 
then operated together as a group, the owner or owning- 
company possessing the control, through his voting 
rights, over each institution. The Glass Bill now provides 
that shares thus owned by corporations shall not be 
entitled to vote at shareholders’ meetings, and that 
individuals who may represent such corporations at 
such rneetings shall not cast votes. This would render it 
necessary to conduct chain banking without having a 
voice in its management, so far as corporate owners 
were concerned, and such a result would leave the 
management of the bank to local shareholders, regardless 
of the amount of shares which might have been acquired 
by companies non-resident in the given town or State 
where the bank happened to be located. It does not 
provide for the theoretical case in which a corporation had 
acquired all of the shares, but this case is of little practical 
importance, as (under national banking law) there must 
be a given number of directors, each of whom is required 
to be the bona fide owner of a minimum number of shares. 
It may be doubted whether this provision will in any 
way check the movement toward consolidation which 
has been so marked a feature of American banking 
development during the past few years. What it may 
do is to aid in shifting the line of development from that 
of chain banking to that of branch organization. This 
change, if accomplished, would be in itself a very 
desirable alteration. In addition, the proposed enact- 
ment would end the local complaints about the dangers 
of outside control of banking, since local managers 
would, at least superficially, be left undisturbed in the 
management of banks, even when such banks had passed 
into the hands of outsiders—at least to the extent of 
a majority of their share capital. 





























NEW BANKING INQUIRY 291 


In order to render more regular and normal the 
development of the process of bank consolidation which 
(as all admit) is now in the full tide of onward movement, 
the new Bill further provides that any national bank 
may establish branches within the territory of the State 
in which it is situated—provided that the local (State) 
banks are permitted by local law to establish branches 
there. This provision is evidently of a compromise 
character. There have been many suggestions on the 
subject, but none of them has thus far proved acceptable. 
Among them have been the notion of permitting the 
establishment of branches on a “ nation-wide” scale; 
that of allowing branches to be established within the 
Federal Reserve district in which a given bank might be 
located; and that of permitting the placing of branches 
at any point in given “ trade areas,’ to be defined by 
the Federal Reserve Board or by other banking 
authorities. There is obviously no good reason for 
making artificial restrictions of such a kind, but the Glass 
provision would at least greatly enlarge the present 
power of establishing branches (now limited to the city 
in which national banks happen to be located), and would 
thus furnish opportunity for more reasonably and fully 
testing the working of the branch system. 

The provision of the Glass Bill which is most likely 
to become the subject of debate is contained in Section 6, 
which aims at restricting the total amount of loans to 
brokers which any given bank may be permitted to 
make. In further pursuance of this object, the Bill calls 
for regular reports from the security companies or 
“ affiliates ’’ which American banks have fallen into the 
habit of organizing as a means of carrying on Stock 
Exchange operations; and it undertakes to limit the 
total of loans which may be made by the banks them- 
selves to such security companies. Should this provision 
be carried into effect in good faith, and in such a way 
as to prevent evasions, it would have two effects: 
(1) that of producing a far greater degree of publicity 
for banking operations in connection with the stock 
market; and (2) that of cutting down, to some extent at 
least, the total of purely bank funds which find their way 
into speculation. That such funds would indirectly flow 
into the same channels may be taken for granted, but 
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the proper working of the new measure would render the 
flow more easily traced and more controlled, and would 
put the banks into a technically better position than that 
in which some of them have found themselves from time 
to time in the recent past. 

Working along the same lines, the Bill, moreover, 
undertakes to change the system whereby banks now 
lend, upon stock exchange collateral, funds which they 
have obtained from Federal Reserve banks. The latter 
institutions are forbidden, under the terms of the 
measure, from increasing the amount of loans made to 
their members upon the latter’s direct notes, if during 
the life or continuance of loans already made, any such 
member shall have increased the total of his loans to any 
stock exchange broker or to any investment house. 
This is simply another effort to prevent the banking 
reserve of the country from being shifted out of the 
reserve banks and into the business of lending speculatively 
upon securities, and so to carry out the original purpose of 
the Reserve Act itself. How far such corrective measures 
or provisions are ever likely to be successful is a matter 
of conjecture. What this proposed amendment to the law 
would, however, unquestionably do would be to give 
clear and obvious notice to those who are engaged in 
metropolitan banking, and above all to managers of 
Federal Reserve banks, as to the intent of the law-making 
body as regards the use of the reserve funds of the 
country. Two years ago any such provision would 
have been received with ridicule by many bankers, and 
probably by the managers of Reserve banks themselves. 
To-day, there is quite a different point of view, and a 
large section of the community deeply regrets the 
present “frozen” condition of the banks at large, and 
feels that serious blunders were committed by those 
who, in defiance of the known intent of the law, permitted 
so large a portion of the banking reserve to be used in 
stock manipulation. The more thoughtful portion of the 
community is clearly more disposed than ever to give 
heed to the dictates of conservatism, and to support 
any legislation which, while perhaps open to violation 
by clever evasion, nevertheless affords a clear indication 
of the intention and purpose of the law, and so furnishes 
a perfectly unmistakable guide to banking policy. 
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The new measure, in its final section, makes an attempt 
to correct another crying evil of American banking. 
Within the past ten years, there has been a steady 
growth of so-called “savings” accounts in ordinary 
commercial banks. These accounts have been enlarged 
by reason of the fact that the reserve required against 
them has been only three per cent., whereas against 
commercial, or non-savings accounts subject to cheque, 
it has been seven, ten, or thirteen per cent., according 
to the location of the bank. There has thus been a 
great temptation to shift deposits from a commercial 
to a savings basis. At the same time, one legislative 
provision after another has tended to reduce and weaken 
the character of the investments into which savings 
funds may be put. In the Bill now proposed, it is 
required that national banks shall invest their savings 
funds in securities of the kinds that are required of 
savings banks by State law (in the several States in 
which national banks may be situated) where such 
savings banks are organized under State jurisdiction. 
Where no such State savings bank law exists, the deposits 
are to be invested in securities to be specified by the 
Comptroller of the Currency; which, in effect, means 
that they will be required to go into securities of the 
kinds required by the best of the State laws. This 
measure would, without doubt, result in a_ very 
considerable improvement in the assets held by the 
banks against savings deposits, with a corresponding 
enlargement of the safety of the depositor, and 
an improvement in the general status of the banks. 
No condition in American banking has been quite 
so regrettable or discreditable during the past ten 
years as the numerous failures of banks, in which the 
savings depositor was the last to be paid and in which 
his ratio of loss was far greater than that of other classes 
of depositors. 

While the proposed Bill is thus inclusive and applicable 
to a very considerable number of topics, it does not by 
any means cover the ground that has been indicated 
in recent discussion as requiring the attention of 
legislators. The resolution of Congress providing for 
investigation of the banking situation recognizes this 
fact, and gives to the investigating committee a scope 
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much greater than is indicated’ by the Bill itself. It 
provides that the Committee be :— 
empowered and directed to make a complete survey of the 

(national and Federal reserve) systems, and a full compilation of 
the essential facts, and to report the result of its findings as soon 
as practicable, together with such recommendations for legislation 
as the committee deems advisable. The inquiry thus authorized 
and directed is to comprehend specifically the administration of 
these banking systems with respect to the use of their facilities 
for trading in and carrying speculative securities and the extent of 
call loans to brokers by member banks for such purposes; the 
effect on the systems of the formation of investment and security 
trusts; the desirability of chain banking; the development of 
branch banking as a part of the national system, together with 
any related problems which the committee may think it important 
to investigate. 

With so large a field to cover, and with almost 
unlimited powers in the summoning of witnesses, and 
in the sending for papers and documents, the new 
inquiry and the legislation to grow out of it may easily 
serve as the basis of a real reform measure. That such 
a measure can be passed in the Senate, few now doubt. 
In the House, the defeat of the Hoover administration 
evidently opens the way for the adoption of some such 
Bill a year from now, assuming that it succeeds in gaining 
adoption in the Senate during this present winter, as it 
very probably will. If President Hoover should then 
dare to veto such a Bill, the fact would doubtless 
constitute an important element in the next presidential 
campaign, and might turn the scale against him in a 
clesely contested struggle. 


The Government as Banker in 


South Africa 


Il. The Land and Agricultural Bank of 
South Africa 


EFORE the Union, the four Colonial Governments 

B had already concerned themselves with the pro- 
vision of adequate credit facilities for agriculture, 

and three had definitely established land banks, while 
in the fourth the necessary legislation had been passed, 
but had not been brought into operation. In 1912 the 
three institutions were consolidated into the Land and 
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Agricultural Bank of South Africa. It is an institution 
owned and controlled by the Government, all its capital 
consisting of public funds and all its directors being 
appointed by the Government. 

The Bank is under the control of a central board, 
consisting of six members in addition to the managing 
director. The Union has been divided into six local 
areas in five of which local boards of three members 
each exist, while the sixth area is supervised by the 
central board itself. The local boards, too, are appointed 
by the Government, but they act exclusively in an 
advisory capacity, advising on applications originating 
from their respective areas. 

The main business of the institution is the granting 
of long-term loans on first mortgage of farm lands for 
periods ranging up to thirty years. Until a few months 
ago, the period generally did not exceed twenty years, 
the exact length depending upon the purpose of the loan ; 
but now loans are being granted up to twenty-seven 
years, interest only being payable during the first two, 
while the repayment is spread over the remaining 
twenty-five years. Since the Bank pays the Govern- 
ment what it costs the latter to obtain the funds, the 
rate charged by the Bank is mainly governed by this 
factor. During the war, the rate was increased from 
5 per cent. to 6 per cent., but the Minister of Finance has 
just announced that he has arranged for the reduction to 
5% per cent. as from August I in view of the prevailing 
depression—a step which means a sacrifice of £40,000 
per annum to the Bank. 

Loans may not exceed 60 per cent. of the fair agri- 
cultural and pastural value of the land, nor may they 
exceed £2,000 in all. In actual practice, however, loans 
seldom exceed £1,200, the average loan granted being 
#558. Loans are granted for the purchase of land, stock 
and implements, for improvements and sub-division, 
and also for irrigation for amounts not exceeding £150. 
Loans granted may be redeemed at any time without 
notice. 

The Bank also grants advances to Crown land lessees 
and for fencing purposes, i.e. fencing and paddocking 
of farms and isolating public roads. In view of the 
desirability of encouraging adequate stock-proof and 





296 THE BANKER 


vermin-proof fencing, very liberal terms are offered. 
Parliament at its last session extended the period of 
repayment from ten to twenty years, and a rate of 5 per 
cent. per annum is charged. For the purpose of these 
fencing advances, no special bonds are passed. The 
advance is secured by a note in the Deeds Registry and 
on the title deeds, which precludes the transfer of the 
property without the Bank’s consent. The charge 
attaches to the property and may be transferred with the 
land to each subsequent owner. Since the charge is 
virtually preferent to existing bonds, the approval of 
any private bondholder is necessary, but as fencing con- 
siderably enhances the value of the property, there is 
seldom any objection. 

Ten-year loans are also granted at 5 per cent. for the 
construction of dipping tanks and silos. Similarly, pro- 
vision is made for water supply, advances up to £350 
for each source of supply and pump at a rate of 5 per 
cent., and repayable in not more than twenty years. 
Such advances are granted to persons eligible for fencing 
advances, to enable them to provide a supply of water 
mainly for stock watering and domestic use. 

The Bank is also empowered to finance farmers’ 
co-operative organizations. Fixed loans at 6 per cent., 
repayable in ten years, are granted for the erection or 
purchase of buildings, plant and machinery. Similarly, 
provision is made for the granting of seasonal loans to 
finance particular crops, such as maize, tobacco, cotton, 
citrus, etc. These loans, however, may not exceed 60 
per cent. of the value of the produce as determined by 
the central board. They are repayable when the crop 
is disposed of, and interest at the rate of 6 per cent. is 
payable on the daily balances owing. Under the 
Co-operative Act provision is made for the establishment 
of co-operative societies and co-operative companies. 
Since in the former the liability of members is unlimited, 
the Bank is adequately secured ; but in the case of the 
latter, the advances are only granted on condition that 
the members assume a contingent liability so as to cover 
the amount to be advanced—a requirement which to 
all intents and purposes wipes out the supposed advan- 
tages of the co-operative company organization. 

The Bank may also guarantee the performance of 
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contracts by co-operative organizations such as the 
purchase of grain-bags. Finally, it may grant cash 
credits to co-operative companies which export agri- 
cultural products to enable them to meet the incidental 
costs, which includes “the moneys expended or to be 
expended on packing materials, railage, port charges, 
shipping, freight and all other expenditure reasonably 
incurred or to be incurred in placing and selling the 
produce on a market overseas.” The ownership of all 
produce so shipped is vested in the Bank. The proceeds 
of the sale of such produce overseas are also deemed to 
vest in the Bank or its representative overseas, and no 
disbursements from these proceeds may be made save 
with the consent of the Bank. In practice the proceeds 
are paid into the Bank, which then pays out any balance. 

The capital of the Bank consists of the capitals of the 
pre-Union institutions, plus the sums which Parliament 
regularly votes for this purpose. In addition, the Bank 
has its reserve fund at its disposal. To provide itself with 
funds for its seasonal advances, the Bank has the power 
to accept deposits and to issue land bank bills, but 
owing to the constant variations in the amounts of the 
loans outstanding, the Bank finds it more advantageous 
to make use primarily of overdraft arrangements with 
the commercial banks. 


The extent of the institution’s activities can be gauged 


































; FOLLOW THE SUMMER SOUTHWARDS 
“BLUE AND GOLD TOURS” 


Follow Summer Southwards this Winter on a Blue and Gold 
Tour to South Africa, the Dominion of Blue Skies, Golden 
Sunshine and Health. 

The refreshing ocean voyage, new scenes and interests, the 
delightful outdoor life, the social and sporting amenities, and, 
above all, the moderate travel costs, combine to make these 
tours the superb Winter Holiday. Excursion sailings through- 
out December, 1930, and January, 1931. 

A full descriptive programme entitled “Blue and Gold 
Tours” will be sent immediately on request. Apply to:— 


The Director, South African Government 
Travel Bureau, 73, Strand, London, W.C. 2 


and all the leading Tourist and Travel Agencies. 
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from the following figures, taken from its statement for 
the year ending December 31, 1929: — 


Liabilities: £ 

Capital Fund .. ‘a - ih .. 10,960,771 
Reserve Fund .. 7 4a oa + 738,814 
Land Bank Deposits . . én os oe 70,350 
Standard Bank wr ae 36,507 
Barclays Bank (D.C. &O. ). - - 351,158 


Total Liabilities* .. £13,475,357 
Assets: £ 
Advances on a és Ss .. 8,677,688 


Fencing a ia -. 2,433,673 
Dipping Tanks — + e< we we 49,875 
Silos .. wa og ‘i ~ 3,162 
Water Supply . - 7” - és 145,615 
Co-operative Societies - da ve 916,187 
Co-operative Companies... a ea 466,333 


Canadian Banking 
By Ernest B. Roberts 


ESS than two and a-half years ago managers of 
Canadian chartered banks were among those who 
urged business men to copy American enterprise 

in its almost adventurous expansion in every commercial 
field, both within the Dominion and in the increasingly 
important export field. They were then, perhaps, the 
main advocates of unlimited optimism in economic con- 
ditions. At that time their surpluses were being put into 
securities, because the business need in the Dominion 
was restricted. The United States had already run a 
four-year course of unparalleled prosperity. The advice 
was taken by Canadian business “not wisely, but too 
well.” A year of speculation unexampled in Canada’s 
records set in. By the middle of 1928 bankers had to 
lead the public backward along the less romantic road 
of caution. Within that year they had to take drastic 
steps to curb loans to brokers bent on financing specula- 
tive undertakings. Yet there seemed no lack of money 
in other quarters for stock operations. Every old 
stocking hoard—“ the first national bank ”—was poured 


* The total includes certain funds specially voted for drought relief, 
which are administered by the Bank on}behalf of the Government. 





Correspondent Banks 


NEARLY a century’s accumulated ex- 
perience and conservative progress have 
qualified the Westminster Bank to offer 
its characteristic services as a London 
correspondent to foreign and colonial 
business establishments. It functions 
through a system of over a thousand of 


its own branches in England and repre- 
sentation in every banking town in the 
world, and is amply equipped (as are the 
Paris and Brussels offices of the West- 
minster Foreign Bank) for specialized 
service in credits, collections, exchange, 
and all the ramifications of modern bank- 
ing. Banks or merchant houses wishing 
to establish a London connexion are 
invited to communicate with 
the Manager 


WESTMINSTER BANK 


LIMITED 


Head Office: 41 Lothbury, London, E.C.2 
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out. Call loans were secured from private companies, 
trusts and other agencies, and even, it has since been 
discovered, from unexpected private sources. There was 
an undercurrent of unrest, however, about the financing 
of the 1928 wheat crop. Nevertheless, the financial 
reports of all the Canadian banks published at the close 
of 1928 revealed increases in resources that were them- 
selves used by others to promote speculation by the 
public. 

In the summer of 1928, banks, in their printed circu- 
lars, issued a series of sharp warnings about the unsettled 
conditions, especially with regard to the mining opera- 
tions of Northern Ontario. The Canadian “ boom” was 
fierce and short-lived. In October, the now historic New 
York Stock Exchange “slump” took place. Its result 
within six months was to reverse Canadian conditions 
to the keenest depression known for a generation. Added 
to the first basic upset were the effects of the ill-timed 
decision of the Western wheat “ pool” to withhold some 
180,000,000 bushels of wheat from the prompt market 
in the expectation of a shortage in other exporting 
countries. The first economic shock was felt in the dis- 
location of railway traffic. Normally, at harvest time 
the two Canadian railways pour their empty cars 
(wagons of 30-ton capacity) in trains 600 yards long into 
the Western prairie lands, to be loaded anywhere in the 
1,500-mile stretch between the head of the Great Lakes 
and the Peace River. Throughout the autumn of 1929 
the cars lay idle on the sidings, waiting for the wheat 
that choked the elevators. Naturally, all dependent 
trade was stagnant. The burden of carrying the credit 
of the smaller tradesmen was added to the already heavy 
load that the banks were carrying on behalf of the 
wheat “pool” and thousands of independent farmers. 
Throughout the winter of 1929-30, business was in the 
doldrums. By May, unemployment had become so great 
that even at that seeding season relief measures had 
to be widely adopted, and immigration, in normal years 
running between 100,000 and 130,000, was restricted until 
a mere dribble came through the ports. The Dominion 
election in July last was largely fought, not on issues 
which have since taken such prominence at the Imperial 
Conference, but on the grim problem of how to relieve 
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Bank of Montreal 


(Incorporated in Canada in 1817 with Limited Liability.) 





Capital Paid up - - - - $36,000,000 
Rest and Undivided Profits - - $39,281,033 
Total Assets in excess of - - $800,000,000 


HEAD OFFICE—MONTREAL 


Str CHARLES GORDON, G.B.E., President. ‘ 
H. R. DRUMMOND, Esg.; Major-Gen. Tue Hon. S. C. MEWBURN, C.M.G., Vice-Presidents. 
Sir FREDERICK WILLIAMS-TAYLOR, Vice-President, Great Britain and European Representative. 
W. A. BOG; JACKSON DODDS, General Managers. 


DIRECTORS: 


D. FORBES ANGUS, Esq. Tur Hon. THOMAS AHEARN, P.C. 
Lr.-Co.. HERBERT MOLSON, C.M.G., M.C. J. W. McCONNELL, Esg. 

HAROLD KENNEDY, Esg. W. A. BLACK, Esg. 

G. B. FRASER, Esq. A. O. DAWSON, Esg. 

Tue Hon. HENRY COCKSHUTT. W. N. TILLEY, Esg., K.C. 

E. W. BEATTY, Esg., K.C. PAT BURNS, Esg. 

Gey. Sm ARTHUR CURRIE, G.C.M.G., K.C.B. CHRIS, SPENCER, Esg. 

F, E. MEREDITH, Esg., K.C. ROSS H. McMASTER, Esg. 





LONDON OFFICES: 


47 THREADNEEDLE STREET, E.C.2 
9 WATERLOO PLACE, PALL MALL, S.W.1 


LONDON COMMITTEE: 


His Grack THE DUKE OF DEVONSHIRE, K.G., Chairman. F. R. S. BALFOUR, Esg. 
Sim HARDMAN LEVER, Bart., K.C.B. Tue Rt, Hon. LORD STRATHCONA AND MOUNT ROYAL, 
Manager: GEORGE CYRIL CASSELLS, 


PARIS AGENCY: 
Bank of Montreal (France); 6 Place Vendome, Paris. 





Branches and Agencies throughout Canada and Newfoundland; also at New York, Chicago and 
San Francisco in the United States; and at Mexico City, Vera Cruz, Puebla, Guadalajara, 
Monterrey and Tampico in the Republic of Mexico. 


Financial Agents of the Government of the Dominion of Canada 


The Bank undertakes banking business in all parts of the world, and with its numerous 
branches offers special facilities in Canada, Newfoundland, the United States, Mexico, and 
France; while in the West Indies it is represented by Barclays Bank (Dominion, Colonial 
and Overseas), formerly The Colonial Bank, in which an interest is owned by the 
Bank of Montreal. 
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local unemployment ; for there is no Government insur- 
ance for unemployed in Canada. 

These, then, are the quick-changing conditions in 
which Canadian banks have had to operate during the 
last twelve or fourteen months. The large resources 
accumulated during 1927-28 and part of 1929 have, 
admittedly, all been needed. To-day the banks are 
leading the country again in the doctrine of optimism, 
but with a difference—they are urging business men 
to get out of the Slough of Despond and to have more 
faith in the deep underlying strength of a land, the fringe 
of whose vast wealth in natural resources has as yet 
scarcely been touched. It is a little odd to a philosophic 
observer how optimism by bankers can in so short a 
time be preached from such diametrically different texts. 

To-day, banking, like Goldsmith’s village parson, 
“points to brighter worlds and leads the way.” Most 
of the Canadian chartered banks have published notices 
of interim dividends, with bonuses at the same rate so 
far this year as in the boom years of 1928-29. Up to 
the third week of October, five of the eleven chartered 
banks had regularly declared the customary quarterly 
dividend of 3 per cent., three of them with a 2 per cent. 
and two with a I percent. bonus. Only one of the annual 
meetings takes place before the end of November, but 
there seems little doubt in banking circles that the annual 
dividends for 1930 will be about the level of the last 
few years, that is, between 12 and 16 per cent. 

Incidentally, bank stocks seem to be growing in 
favour. The recent sale of a small block of the Bank 
of Nova Scotia’s capital stock, arising out of a new issue 
made at $250 per share early in the year, brought in, it 
is reported, $320 per share. 

In April last, the rate for money in the Dominion 
dropped from 64 per cent. to 6 per cent. Current loans 
in Canada at the end of August, the latest figures given 
in the monthly bank statement published in the official 
Canada Gazette, were $1,260,490,851, a decrease of 
$123,000,000 since January, while current loans abroad 
were down by $35 million since January and by $86 
million compared with the total a year before. Call loans 
in Canada were $228,933,309, a nine-million reduction 
since January I and a contraction of $45 million in a 
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ACCOUNTS OF BANKS, CORPORATIONS, FIRMS 
AND INDIVIDUALS RECEIVE EVERY ATTENTION AT 
THE 800 BRANCHES OF 


THE CANADIAN BANK OF COMMERCE 


(Incorporated in Canada in 1867 with Limited Liability.) 


HEAD OFFICE - - TORONTO 


The first consideration of The 
Canadian Bank of Commerce is 
to give its correspondents and 
customers continuous, _interested 
and effective service, which the 
Bank will endeavour to maintain 
and improve. 


NEW YORK: Enquiries are welcomed LONDON, Eng. : 
2 Lombard Street, E.C.3. 





CANADA 


This bank will gladly assist you 
in gathering reliable information, 
in making investments, and will 
provide all banking facilities for the 
transaction of business in Canada 


Agents in England : 
LLOYDS BANK LIMITED 


IMPERIAL BANK 
of Canada 


Head Office - - Toronto, Canada 





A. E. PHIPPS, General Manager. 
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year. Call loans abroad had decreased by $95 million 
compared with August 1929, and were four millions 
higher than January of this year. It is expected that the 
falling off in the demands for funds, coupled with the 
lower rates of interest, will add to the earnings of 
Canadian banks for the year just closing. With this, how- 
ever, must be set the statement, issued by the Department 
of National Revenue, Ottawa, that Canadian trade for 
the six months ending September showed a decrease on 
the corresponding period of 1929 of $286,815,196. A sub- 
stantial advance of fourteen millions was recorded in 
the volume of note circulation of the Canadian chartered 
banks during August, although this year’s figures were 
$23 million lower than in August 1929. 

The following composite summary of the chief loan 
and deposit items of the Canadian chartered banks shows 
the year’s changes: 

BANK LOANS 
(In dollars, 000’s omitted) 


Call in Call 
Canada. | Abroad. 





Current 
Abroad. 


Current in 
Canada. 


August 
September 
October .. 


July 
August 


1929 


1930 


1,346,451 
1,404,371 
1,473,427 


1,277,341 
1,260,490 





238,673 
235,118 
241,866 


224,779 
222,243 


273,629 
280,805 
268,336 


232,398 
228,933 


310,500 


313,381 
252,283 


189,400 
215,635 








BANK DEPOSITS 


Deposits 
on Demand. 








Deposits 
at Notice. 


Deposits 
Abroad. 





1929. 


September 
October 


1,459,690 
1,470,512 
1,470,045 


665,969 
759,478 
785,768 


425,741 
423,802 


423,146 


August 


1930 
July .. oe ad 383,624 
August : ae 384,818 


605,281 
598,178 


1,402,027 
1,404,118 
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“ British work for British hands, 
British trade for British lands.” 
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-BAR-LOCK | 


TYPEWRITERS 


are British-made throughout 
EXCLUSIVE FEATURES WITHOUT EXTRA CHARGE 


include 
INSTANTLY REMOVABLE AND INTERCHANGEABLE 
CARRIAGES. TEN KEY TABULATOR 


By Appointment to fi His Majesty THE KING 


BAR-LOCK (1925) CO., NOTTINGHAM 


Telegrams: Barlock, Nottingham. Telephone: 75141/2 Nottingham. 

















CaNADA LIFE PROGRESS | 
THROUGH THE YEARS-~ e 


In 1919 In 1929 
Surplus Earned eee oe ose wae £385,000 £1,285,000 
Payments to Policyholders and Beneficiaries wis +» 1,304,000 4,245,000 
Total Income from all Sources ... vee ose .-. 2,468,000 9,007,000 
Assets for Protection of Policyholders.... Pe .-. 14,250,000 35,705,000 
New Assurances Paid for ~~ in es ... 8,556,000 33,254,000 
Total Business in Force bad oes ca ... 47,217,000 199,994,000 


The Canada Life keeps well ahead of the times, and its policy of “fair and 
square dealing,” which began with its founding 83 years ago, has been continuous. 

Never has this Company contested a claim on a technicality, and from its 
inception it has paid dividends to policyholders every year. 

Even during the Great War and Influenza epidemic not one pound of reduction 
in dividends was necessary, and for the past thirty years its high dividends to policy- 
holders have never been reduced but, on the other hand, have frequently been increased. 


Canada Life 


Assurance Company 
ESTABLISHED 1847. 
Incorporated in Canada as a Limited Liability Company. 
Chief Office for the United Kingdom. 
No. 29 CANADA LIFE BUILDING, 2 ST. JAMES’S SQUARE, LONDON, S.W.1 
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Canadian credit conditions, according to the index 
of credit of the Financial Post, Toronto, eased from 75°2 
per cent. in July to 744 in August, the lowest point 
reached by the index since early last year. It compares 
with an index of 77°9 per cent. in May 1930, which was 
the highest poirt in recent Canadian banking history. 

Bankers evidently do not consider prospects discour- 
aging, for the increase of branches, which has taken a 
spurt in the last two years, goes merrily on. There was 
a gain of eight during August, the last month semi- 
officially recorded. There are now 4,273 branches of 
Canadian banks, of which 25 are in Newfoundland and 
160 abroad. 

This sketch of banking conditions in Canada will 
show that the past twelvemonth has been hectic, calling 
for prompt and courageous decisions by bank director- 
ates and managements that were more than usually 
fraught with importance to the whole fabric of Canadian 
business and political life. The years since the war have 
seen far-reaching changes in the credit structure of the 
Dominion, but the past five years have amply proved 
that the Canadian banking system is elastic and 
adaptable. 


The Banker’s Review of Reviews 
English Reviews. 

NDER the title ‘“ The Childhood of the B.I.S.: Its 
| Early Record and Future Potentialities,” the 
MIDLAND BANK review for October-November 
deals with a number of questions relating to the Bank 
for International Settlements. The first question: “ What 
is it?” is answered in this article by a careful analysis 
of the constitution of the bank, i.e. the disposition of its 
capital and voting rights, and the composition of its 
board of directors. It is pointed out that some countries, 
such as Spain, do not hold any shares, because subscrip- 
tions are accepted only from central banks in countries 
havinga gold or gold exchangestandard, orfromcountries 
interested as creditors in reparation. The second ques- 
tion “ What is the Bank for?” involves an examination 
of its objects as defined in its statutes and the actual 
functions which it is fulfilling. According to its statutes, 
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“the Bank is intended not to have any direct dealings 
with Governments ; it is to be a bank of banks; and not 
a bank of states.” At present, however, the reparation 
duties of the Bank are of greater relative importance 
than its monetary functions, and “it acts as a clearing 
house for the vast transactions between debtor and 
creditor governments which constitute so troublesome a 
legacy of the war.” 

Lastly, the writer examines the potentialities of the 
bank in the future of world monetary affairs. He points 
out that the B.LS. holds no gold reserve, and seems 
unlikely to acquire one. Hence “a balance with the 
B.I.S. ranks as exchange reserve only, because the Bank 
is in a position either to draw gold from some central 
bank or other by liquidation of some of its assets in 
that particular central bank’s currency, or to hand over 
such assets to a customer for direct liquidation in gold.” 
He shows that the Bank can act as a regulator of 
exchange rates when the rate fluctuations are due to 
special and temporary causes which may confidently 
be regarded as of short duration. In conclusion, the 
writer considers that the most beneficial work of this 
new Bank will be the development of esprit de corps 
among independent, yet closely associated, central banks. 

No brief summary can do justice to this article, which 
should be studied closely by every banking student and 
economist, but it is essentially fare for the specialist, and 
the general reader would find it too heavy for his taste. 

LLOYDS BANK review for November has an interest- 
ing article on “Investment Trusts” from the pen of 
Mr. William Walter Brock, wherein a distinction is 
clearly drawn between “Investment Trusts” and 
“Financial Trusts Land and Property.” The writer 
explains that the primary object of the former is to pur- 
chase investments to hold, and to pay a dividend on the 
income received from these investments—though such 
investments may be changed frequently. But “the 
business of a finance company, on the other hand, is to 
acquire interests in undertakings or in stocks and shares 
with a view to turning them over at a profit,” so that the 
Financial Trust is of a more speculative character. The 
writer stresses the point of sound management for 
Investment Trusts, and, in view of the unfortunate events 
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of last autumn, suggests that the prospective investor 
should “satisfy himself as to the composition of the 
board and the conduct of the company’s business, and 
may easily obtain guidance on the subject by making 
inquiry through his stockbroker.” We cannot help feel- 
ing that the writer is here somewhat unduly optimistic. 
How many stockbrokers were aware of the risk attendant 
on investments in Mr. Hatry’s companies? Mr. Brock 
concludes that the private investor can obtain a higher 
rate of interest by investment in trust companies than 
by selecting his own investments, but he advises the 
investor to have a proportion of his resources in some 
readily realizable form, as the market in investment trust 
shares is often inactive, so that a holding cannot be sold 
advantageously at a moment’s notice. 

The same review also contains an article on the 
National Accounts, which is pessimistic in tone, fore- 
casting a deficit of at least £36 million at the end of the 
year, which may be contrasted with an article on the 
same subject in the October 15 issue of MARTINS BANK 
review, wherein it is estimated that Mr. Snowden “ is not 
yet very far on the wrong side.” It should be noted, 
however, that in the latter estimate £12 million saving 
on account of debt interest, due to cheap money, is in- 
cluded ; but it is pointed out in LLoyDs review that “inas- 
rnuch as Mr. Snowden has agreed to devote a fixed sum 
of £360 millions to National Debt Interest and Sinking 
Fund, any saving of interest must go to swell the sinking 
fund.” These estimates are, of course, tentative, for the 
bulk of the National Revenue is collected in the last 
quarter of the financial year, but so far the figures quoted 
certainly give little ground for optimism. 

The leading article in the review of BARCLAYS BANK 
for November consists of the report of an interview 
accorded to a representative of the Canadian Press by 
their chairman, Mr. F. C. Goodenough, who was recently 
in Canada. Speaking on fiscal policy, he points out the 
importance of London’s position as a great international 
financial centre, and the benefits that accrue therefrom 
not only to England, but to the whole Empire, and he 
suggests that nothing must be done which would be likely 
to deprive London of her position in this respect. 

The WESTMINSTER BANK review for October deals 
with the part played by agriculture in the well-being of 
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nations in an article entitled “ World Harvests in 1930.” 
The writer states that we are all liable to lose sight of 
the fact that “ the well-being of the world’s inhabitants 
is best secured by plenty rather than dearth,” for our 
eyes are more likely to be focussed upon the price of a 
product than upon the quantity available. Thus the 
world’s wheat harvest is likely to be this season con- 
siderably greater than that of last year—though the 
European production will be less—and the world as a 
whole should benefit, but this large production involves 
a fall in price, which is prejudicial to the farmers, who 
for a long time past have been securing poor prices for 
their products. In addition to wheat, the crops of rye, 
barley, oats and cotton are considered, and in each case 
there seems to be a probability of good crops and low 
prices. It is suggested by the writer that the position of 
the farmers may be helped somewhat by the fact that 
low prices are likely to prove a powerful stimulant to 
increased consumption. But we cannot feel very hopeful 
that the increase of consumption will be on a scale large 
enough to afford any material help to the farming 
population. 


Foreign Reviews. 


Reference to the agricultural position may also be 
found in the DEUTSCHE BANK UND DISCONTO GESELL- 
SCHAFT review, dated October 30, wherein it is stated 
that “in spite of the various protective measures by the 
Government, the slump in prices of foodstuffs and fodder 
may have been alleviated, but could, in no way, be 
checked.” The wholesale index number of the prices 
of agricultural products in the past twelve months has 
fallen from 133 to 109, whereas the index number for 
industrial finished goods only fell from 157 to 147, so 
the gravity of the situation can easily be realized. Agri- 
culture forms the livelihood of a quarter of the popula- 
tion of Germany, and with their purchasing power so 
greatly reduced, the outlook for trade is bad. 

The current numbers of the reviews from the United 
States seem to be slightly more optimistic in tone, the 
GUARANTY SURVEY suggesting that the low prices are 
acting as a stimulus to buying, and that there is nothing 
really abnormal or unprecedented about the general 
situation. 
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A most instructive article may be found in the CHASE 
Economic BULLETIN for September, entitled, “ Cheap 
Money, Business Prosperity and Speculation.” The 
writer commences by exposing the fallacy that cheap 
money necessarily ensures business prosperity; he 
explains that money rates are only one small element 
in costs, and that the merchant or manufacturer is 
primarily interested in profits, i.e. the difference between 
his costs and receipts. In times of business depression, 
interest rates are normally low, because there is little 
demand for money on the part of merchants and manu- 
facturers ; but in such times prices are low, and profits 
are consequently low also. “But if merchants and 
manufacturers will not use cheap money, speculators 
and the capital market will.” Thus, a sufficiently great 
expansion of credit may ultimately reach the business 
situation. The writer considers, however, that bank 
credit is being used far too much for investments in 
bonds, collateral loans against securities and bank hold- 
ings of real estate mortgages and instalment finance 
paper, and that it should be used more for financing the 
movement of goods and for financing short, self- 
liquidating commercial transactions. “ A revolving fund 
of bank credit in the securities market, designed to facili- 
tate the flotation of securities, is eminently desirable, but 
it should be a revolving fund, and it should not be a fund 
which grows more rapidly than the general volume of 
production and trade.” 

An article bearing on the same subject appears in 
the October issue of the SKANDINAVISKA KREDITAKTIE- 
BOLAGET quarterly report, by Professor Gustav Cassel. 
He assumes that the sole function of a central bank is 
to regulate the supply of the means of payment and 
thereby the purchasing power of the currency, and that 
were the capital market entirely uniform, this could be 
effected by always adjusting the discount rate in such 
a way as to maintain equilibrium between the supply 
of actual savings and the demand for capital. But he 
points out that there are two different markets, one for 
short loans and one for long-term loans, and if the 
central bank choose to intervene in the “short” market 
only, and should the mobility of capital between the 
two markets be somehow impeded—as at present—then 
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the intervention of the central bank must be less effective. 
He considers, however, that a more drastic reduction of 
discount rates would put more money into circulation, 
and thus raise prices ; but that “ such a policy would have 
the drawback of further widening the margin between 
the rates of interest for short and long-term loans.” 
Hence he assumes that the central bank must endeavour 
to influence both markets directly: the “short” by its 
usual discount rate manipulation, and the “long” by 
such devices as granting loans for longer terms than is 
customary, or by buying and selling bonds. 

The subject is viewed from a different angle by Dr. 
G. W. J. Bruins in an article entitled “ New Develop- 
ments in Central Banking” in the October issue of the 
review of the AMSTERDAMSCHE BANK N.V. He contrasts 
the factors determining the policy of the Central Banks 
under pre-war conditions with those of to-day, and sug- 
gests that long-term capital has not yet recovered its 
international mobility. Ifa Central Bank, in a country 
with a large bank-note circulation, “has no power to 
invest funds abroad or to increase its foreign investments 
beyond a limit actually reached, the inevitable result will 
be an excessive accumulation of gold stocks.” 

An interesting quarterly entitled UNITAs is to hand 
this month from A.B. NORDISKA FORENINGSBANKEN, 
Helsingfors. It contains a good account of the timber 
industry in Finland, and explains how the waterways 
are of prime importance for the transport of timber. 
Another article in the same issue deals with “ The Fall 
in Prices and Industrial Production,” and surveys in a 
critical spirit the theories put forward by various 
economists to account for the present depression. 
Explaining the lag in the fall of retail prices behind the 
cost of raw materials, the writer says, “ the curtailment 
of production in accordance with reduced demand has 
resulted in the cost of production of each produced unit 
tending automatically upward, the fixed items of cost— 
i.e. allowances for interest and depreciation of plant, the 
greater part of the cost of administration, etc., which are 
quite or mostly unalterable—having to be distributed 
over a smaller total production than before, in view of 
the reduced proportion of utilization of the plant.” 
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Table I GOLD HOLDINGS 


(IN MILLIONS OF £) 
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1 The figures are taken from the first returns of the month, except those for 
2 Excluding a small amount held in the Banking Department. 
3 Gold and silver holdings. 
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CENTRAL BANKS ! Table I—cont. 
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Table III GOLD MOVEMENTS 
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Table IV—cont. 
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Table VI BRITISH 
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Table VI_ BRITISH TRADE AND INDUSTRY—cont. 
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Table VI—cont. 






) INDUSTRY 













































































EEL (1) ON Ee KReOr MACHINERY COTTON | WOOL 
r ' - ‘i j | eapore of Fy oe Exports of Eepeste 4 Ex ce “4 

duction | Imports xports mports xpor' Piece G ‘ops Worcaa Wovens 

| Yarns Tissues 
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344 253 344 1,464 4,143 13°8 314-8 2-9 3°7 10-0 
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26 280 338 1,712 4,224 12-7 281-3 2°5 3-0 9-8 
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Table VII COMMODITY PRICES 








































































































































UNITED KINGDOM FRANCE 
5 RARE RNa eee A ee Seen eee 
~y Wholesale 1 ore Wholesale| ‘Living |Wholesale| Cost ot | Wholesale| Cost of 
tion Cost of (Depart. Statis- | (Statis- (Statis- Living Living 
tarterls) a Living ment of tisches | tisches sigue (Statis- 
Board of | ** Econ- Giaiens | Labor) |Reichsamt) Reichs. | Générale) Gane 
s=10 Trade omist” jot Labo _ amt) | Générale) 
July | 1913/14 | “July n.-July) 
1918=100 1913 = 100 | 1914'= 2100 | 1913 = 100 | 1918 = 100] | = 100 | 1918 = 100 | 1914 = 100 | 1013 = 109 sore = 100 
od } 
et .. | 148-6 | 148-1 138-4 | 135-9 | 144-6 saa | — ome 
05°9 APRIL ee 139-3 | 142°8 164 134°3 134°8 | 146-4] 636-3 525 _ —_ 
07+4 JULY ee 141-1 | 144-1 164 134°8 137-6 | 150-0 | 620°5 507 _- _ 
: ee 141-4 | 142°5 . 139°8 498 _ — 
#4 5 188-7 . 507 
95 +4 APRIL es 142-9 | 145-7 164 139° 5 139-5 | 150-7 | 623°8 519 134- 7 145 
05 +2 JULY ee 141-1 | 141-9 165 140- 8 141°6 | 152-6 | 623-8 519 132-6 143 
“9 140°1 7 531 . 
* - 138-9 6 | 547 
98-2 APRIL -- | 188°8 | 135-0 161 138- 7 | 187-1 | 153-6 | 626-7 | 556 183-8 150 
JULY ee 137°4 | 134°6 163 140°4 137-8 | 154-4] 613-0 555 129-5 148 
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o°6 ; 121-0 ; . 565 . 
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AUcUsT .,, 117-8 | 109-3 157 120-3 124-7 | 148-8 | 531-7 | > 592 109-3 144 
SEPTEMBER. . 115°5 | 105-2 156 120°6 122-8 | 146-9 | 523-9 108-1 143 
OctoBER .. | 113-0 | 104-0 157 | 120-2 | 145-4 | 508-2 | 
_ iin The indices, which are for the 1st of the month, are entered for the previous month to facilitate 
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Books. 


A TREATISE ON Money. In two volumes. Vol. I, THE 
PurRE THEORY OF Money. Vol. II, THE APPLIED 
THEORY OF MONEY. By JOHN MAYNARD KEYNES. 
(Macmillan and Co., 15s. each volume.) 


THE long-expected chef d’ceuvre of Mr. Keynes has 
appeared at last, and has fully justified expectations. It 
is undoubtedly the greatest work on money of our 
generation. Although it has been written primarily for 
the student of economics, those interested in practical 
monetary problems will also find it useful and interest- 
ing. In fact, as it will be regarded as the standard work 
on the subject and as it is likely to be the starting point of 
endless controversy on questions of money and banking, 
every banker who wants to keep pace with the develop- 
ment of a subject vital to his own interests will have to 
read the book carefully. 

Although Vol. I deals with pure theory, its sub-title 
and the impressive display of mathematical equations 
in some of its chapters should not deter the practical 
banker from reading it. After all, even if the too abstract 
parts are skipped, there is ample material in the volume 
which is within the reach of the intelligent business man. 
To give only a few examples, the analysis of deposits in 
Chapter 3, or the remarks on index numbers and price 
levels in Chapters 4 and 5, or the remarks on the Bank 
rate in Chapter 13, are written in an essentially “human” 
language which anyone familiar with elementary notions 
of economics can understand. 

It is especially Volume II that will be appreciated 
in the City, as it descends from the heights of pure theory 
to the discussion of practical problems, such as the pro- 
portion of saving deposits to cash deposits, or the ratio 
between fixed capital and working capital, or the opera- 
tion of the gold market. It would be useless to attempt 
to criticize or even describe the book according to its 
merits within the limits of this section. A more detailed 
review of it will appear in a later issue of THE BANKER. 
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The Financial Situation of Mexico 
By Lic. Luis SAdnchez Ponton 


T is not the intention of the present article to deal 

I with the origin and development of the finances of 

Mexico and the various forms by which they have 
been administered in different epochs of the country’s 
history, but to present an outline of the present system, 
its characteristics and its results, and to set forth the most 
important reforms realized in recent years. 

The colonial administration transplanted to America 
the systems employed in Spain, adapting them to the 
necessities of local economic and social conditions. 
Inasmuch as Spain did not adopt constitutional reform 
until independence movements had been inaugurated 
in its American colonies, the institutions of all legal order 
in the New World corresponded with those of an absolute 
monarchy, the strong centralization of which, because 
of lack of parliamentary control, was not lessened by the 
fiscal measures exercised by the monarchy through its 
delegates and agents. 

Upon the attainment of independence, it was the 
disposition of the triumphant rebels to reject and, so far 
as possible, destroy the instituti¢ns and systems imposed 
by Spain, in order to create a nationality with its own 
laws, methods and organizations. Nevertheless, the 
power of tradition and the lack of definite ideas, in the 
first epoch of Mexico’s independent political life, led to 
the preservation in great part of the tax laws, although, 
on November 15, 1824—three years after the final separa- 
tion from Spain—the Constitutional Congress enacted a 
law providing for the administration of the public 
treasury. This law had for its object the abolition of 
numerous tax and accounting offices and the centraliza- 
tion of the fiscal administration in a Treasury Depart- 
ment, which was charged with the double function of 
collecting the national revenues and disbursing them 
according to budgets approved by the Congress. 

Since then it has been a principle of Mexico’s financial 
system that the preparation of the budget should be a 
faculty of the federal executive, and that in the measure 
should be included all the operations necessary 
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for the maintenance of the public services and for the 
accomplishment of the administrative programme of the 
Government. 

With respect to the practical results of this system 
in the early years of the Republic, it is sufficient to say 
that, according to the famous report which, in 1870, was 
rendered by the then Finance Minister, Matias Romero, 
during 43 years, budget deficiencies amounted to the sum 
of 295,931,881.54 pesos, and that the highest budget, in 
— figures, 40,000,000 pesos, was that of the year 
1837-8. 

This situation arose from the fact that, although in 
theory the fiscal laws were excellent, in practice they 
were very deficient, due principally to the continual 
political changes naturally produced by domestic revolu- 
tions and foreign wars and to the resultant confusion in 
the functioning of the budget and in the public accounts. 

Upon the initiation of the second period of the 
Government headed by General Diaz, radical measures 
were taken to balance the budget and to regulate the 
foreign debt. Salaries of Government officials and public 
employees were reduced in proportion to the importance 
of the positions held by them, rights of creditors upon 
the revenues were replaced by Treasury Bonds, and the 
foreign, domestic and floating debts were consolidated 
in a single transaction, bearing interest at 3 per cent. 
annually. 

Deficits, however, continued to persist, for the heavy 
expenditures on railroad construction and public works 
always exceeded the federal receipts. Hence the floating 
debt accumulated. In order to cover it, recourse was had 
to foreign gold loans, advantage being taken of the 
improved state of the national credit. More satisfactory 
conditions began to prevail in 1894-5, when the budget 
was balanced and a surplus remained, and demonstra- 
tion was made of the possibility of covering the expenses 
of the administration with the ordinary revenues of the 
Government, provided the funds were managed intelli- 
gently and honestly and in accordance with orderly and 
economical principles. 

The financial history of the Diaz régime was closed 
by the passage of the law of May 23, 1910, which pro- 
vided for the reorganization of the Treasury and the 











322 THE BANKER 


establishment of a book-keeping and accounting depart- 
ment, for the purpose of placing the keeping of accounts 
in all of the offices upon a uniform basis and exercis- 
ing a more effective control upon disbursements. 
Because of its provisions, this law constituted an 
important step in the perfection of our system of financial 
administration. 

The triumph of the Revolution of 1910 marked a new 
era. The revolutionary movement was essentially 
political, with a tendency toward the social betterment 
of the masses, but it included no definite programme of 
financial reforms. 

Nevertheless, the year 1917 saw the beginning of a 
series of reforms which have imparted a distinct phase 
to our administration. At the end of December, the 
Executive proposed to the Congress a revision of the 
organic law relating to finance, in accordance with the 
provisions of the new Constitution. Included in the sub- 
stantial modifications contained in this law was the 
creation of a federal controllership, with power to fiscalize 
themanagement of public funds, to control expenses prior 
to the disbursement of moneys, to handle the accounts 
of the public treasury and to report annually to the 
Congress. Under special faculties conferred upon it 
by the Congress, on January 18, 1918, the Executive pro- 
mulgated the organic law providing for the new depart- 
ment, and abolishing the old book-keeping and 
accounting department, as a branch of the Treasury 
Department. 

Various defects in the new law were corrected by the 
law of February 10, 1926. The tendency of this law was 
to increase the powers of the Controller, especially in the 
fiscalization of the federal departments, and to provide 
him with initial authority over all classes of disburse- 
ments. The regulations and instructions derived from 
this law give the President full power to comply with his 
functions as head of the administration and to assume 
responsibilty before the people as administrator of the 
public funds. 

Another serious problem remained to be solved. 
Despite the legislative organization mentioned and the 
efforts of the Executive to balance the budget, year after 
year there was a deficit, and, as in the past, the floating 
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debt increased to the disadvantage of the domestic public 
credit and of the ensuing budgets, which were charged 
with covering the deficits existing in previous budgets. 
The tendency to increase public expenditure, deter- 
mined not only by intrinsic factors which arose through- 
out the world, but by the formulation of fantastic 
programmes and the demand for sums disproportionate 
to the benefits to be derived by their expenditure, could 
not be checked by previous calculation of anticipated 
income. Even when a budget was presented to the 
Congress or drafted by the Executive, in the use of its 
extraordinary faculties, and a balance established on 
paper, the additions of all kinds made to the disburse- 
ments in the course of the year, imposed by the pre- 
mature exhaustion of the original appropriations, 
inevitably created a final deficit. Account must be taken 
of the fact that these deficits were to a great extent due 
to disturbances of public order over extensive portions 
of the Republic, which compelled the Government to 
expend large sums which could not be foreseen when 
the budgets were originally drafted. There were still, 
however, inherent defects in the system. 
* * * * * * * * 


Ever since the passage of the law of May 30, 1881, 
Mexican budgetary practice has been based upon 
advanced principles. The law established the corner- 
stone of the system, building it on rules of accepted legal 
and economic technique. Among these, the following 
deserve special mention: 

1. Budgetary provisions were made for one year 
only, thus making possible periodic revisions of the 
federal tax system. 

2. The simplification of the budget of expenditures, 
the items of which may be used only during the respec- 
tive fiscal year, eliminating in this manner all complica- 
tions common to mixed systems, where the “ execution ” 
of the budget conflicts with “ open credits or appropria- 
tions ” for particular services. 

3. The systematic elimination of “Special Funds.” 
These funds are always a source of confusion in 
accounting and of difficulties in handling public money. 

Nevertheless, the system had been deficient in several 
respects. These have been recently corrected. The 
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doctrines and procedure followed at present in prepar- 
ing, authorizing, organizing and controlling the budget 
are sound. 

To remedy the above-mentioned deficiencies, the law 
of May 28, 1928, was passed by Congress during the 
administration of General Plutarco Elias Calles, and 
upon the initiative of the Finance Minister, Sefior Luis 
Montes de Oca. 

The law of May 28, 1928, created the Bureau of 
the Budget and outlined the most important principles 
to be followed in the preparation, formation and structure 
of the Estimate of Expenditures. The principles may be 
summarized as follows: 

1. To make a close approximation between the 
Government’s programme of public-service activities and 
the economic possibilities of the country, to cover the 
expenditures required by such programme. The extent 
of development and maintenance of public services 
depends, in this way, on the people’s capacity to bear 
such expenditures. 

2. To empower the newly-created Bureau of the 
Budget to revise, co-ordinate, increase and reduce the 
partial estimates prepared by the different units of the 
Federal Government. The purpose of this measure is to 
establish and keep the necessary balance between 
estimated revenue and disbursement. 

3. To modify and re-arrange the structure of the 
Estimate of Expenditures so as to avoid the errors of the 
former system. 

4. To watch and control the expenditures budgeted 
for each governmental unit. To accomplish this task, a 
policy of the most strict economy, within the greatest 
efficiency in the rendering of public services, must be 
observed. 

5. To recognize and to enforce the constitutional 
precept that the President of the Republic is the final 
co-ordinating arbiter of the requirements of all the 
Executive branches. The importance of this innovation 
is obvious. The Bureau of the Budget shall be an 
autonomous office, that is, it shall be directly responsible 
to the President of the Republic, for whom that office 
prepares the annual budget. To dictate the principles to 
which the annual estimates must be adapted ; to adjust 
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the Estimate of Expenditures to the probable Govern- 
ment income ; to provide for the proportional distribution 
of that income—all these are functions of the President. 
The budget, therefore, is at present the true expression of 
the Federal Executive’s general programme of activities. 

6. To fix certain rules for the discussion and ap- 
proval of the budget by the House of Representatives. 
This measure does not curtail the powers of Congress to 
modify the budget. They only aim to carry the dis- 
cussion in the House to a higher level, so that it may be 
viewed from the standpoint of the administration’s 
whole financial policy. 

7. To concentrate in one office all the responsibility 
for budgetary preparation and control. The purpose of 
this is to curtail the faculties of the Department of the 
Treasury, and to eliminate the political influence attri- 
buted to that Department. In this way the criterion used 
in all budgetary problems shall always be dependent 
on the Executive’s financial programme. 

8. The law creates the Bureau of the Budget, but it 
prescribes that this Bureau shall operate as an autono- 
mous office, beginning January I, 1932. In the mean- 
time, the Bureau shall be under the direction of the 
Department of the Treasury. The purpose of this is to 
study the work of the new law during a period of three 
years. 

To summarize, the budget technique contained in the 
law of May 28, 1928, divides the rules and regulations 
contained therein into four groups : — 

(a) Rules concerning the preparation of the budget; 

(b) Rules relating to budget structure ; 

(c) Rules in regard to budget discussion and 
approval in Congress ; and 

(d) Rules and regulations for the execution and 
operation of the budget. 

Disbursements are classified according to whether 
they are ordinary or capital expenditure. All sub-divi- 
sions and sub-classifications of the Estimate of Expendi- 
tures come under seven general headings, as follows: 

Expenses (administrative). 
Manufactures. 
Constructions. 
Purchases. 
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Investments. 
Cancellation of liabilities. 
Recoverable disbursements. 

Under this procedure it is very easy to know before- 
hand the form of investment of funds and the effect of 
these investments on the public net capital. 

Lump appropriations have been abolished. Only 
definite allotments are allowed, for specific services. 

Rules and regulations have been issued standardizing 
public employments and positions and their correspond- 
ing salaries. This is considered as the first step toward 
the establishment of the Civil Service in Mexico. 

To give still more elasticity to these rules and regula- 
tions, the Law of May 28, 1928, includes only those 
which are considered the most important in general 
application, and those which are permanent within the 
Mexican administrative procedure. In future, by-laws 
will be provided which will give more specific standards 
and canons for particular cases. 

The adoption of the new budget system and of other 
measures in relation to taxation in 1928, resulted in 
balancing the budget and the creation of a surplus of 
more than 10,000,000 pesos, in contrast with the deficit 
for a similar amount shown for the fiscal year 1927. In 
1928 the total budget was 302,000,000 pesos. 

The success which accompanied the first year’s opera- 
tion of the new system attracted general attention, 
especially as the executive had demonstrated the possi- 
bility of coping with the financial situation without re- 
sorting to loans, increasing taxes or modifying the 
current budget, which had been the custom in the exer- 
cise of the extraordinary faculties conferred upon them 
in previous years by the Congress. 

One more important demonstration of the efficiency 
of the financial system adopted by the present Finance 
Minister, Senor Luis Montes de Oca, is supplied by the 
fact that in 1929, despite the rebellion which took place 
in March and April, and despite the continuance for the 
rest of the year of the unfavourable economic condi- 
tions due to this and other causes, the balancing of the 
budget as originally planned was successfully main- 
tained, so that the fiscal year was closed with a surplus 
of 24,000,000 pesos. 
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With respect to the present year, despite the world- 
wide crisis and the particular drawbacks from which the 
greater part of the economic activities of Mexico are 
suffering, the financial situation does not compare un- 
favourably with that of the two preceding years. At 
the beginning of the present year the Government had 
18,000,000 pesos in cash in its vaults, after having 
covered the greater part of its current obligations. On 
July 31st last this sum had increased to 30,000,000 pesos, 
notwithstanding that numerous old debts had been paid 
and that expenditure had been kept strictly within the 
limits of the budget estimates for the year, which amount 
to 293,000,000 pesos. 

Fiscal legislation, for the most part, is being revised 
with the object of establishing a completely equitable 
distribution of taxes in accordance with a careful study 
of the conditions surrounding all sources of national 
production. The desideratum sought by the Government 
is that of establishing a strict relationship between all 
sources of national wealth and the public finances, to 
the end that the prosperity of the latter will naturally 
result from the well-being and increase of the former. 

The Government has not overlooked the fact that in 
order to bring about a true equilibrium of the public 
finances, it is necessary to renew the service upon the 
interior and the foreign debts by including in the budget 
funds with which to cover the interest and amortization 
charges upon these items. Hence the action taken by 
the Finance Minister to bring about a definite adjust- 
ment of both these debts, by agreements with the 
creditors of the Government which would permit the 
annual sums required for these services to be fixed. 

The agreement made on July 25th last between the 
Finance Minister and the International Bankers’ Com- 
mittee, representing holders of the bonds of the foreign 
debt will, upon being approved by the Congress, render 
possible the renewal of payments upon the foreign 
obligations commencing in I93I. 

It is expected that during the coming year the special 
commission which is studying the domestic debt will 
determine its amount, and the principles which will be 
submitted to the Congress with a view to regularizing its 


payment. 
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In order to comprehend the magnitude of the efforts 
which have been made by recent governments of Mexico 
to attain the results described above, it is necessary to 
take into consideration the prolonged political agitation 
which prevailed in the two past decades, the progress 
which has been accomplished in complying with the 
promises of social reforms pledged to the people during 
the strife, and other factors of a domestic character which 
have had the effect of producing serious disturbances in 
the general economy of the country, and which have 
reflected strongly upon the public finances. At the same 
time the problem of agrarian reform has been vigorously 
attacked by dividing the great rural estates, with the 
object of reconstructing the agricultural fabric of the 
country. Radical reforms have been brought about in 
labour legislation, the tendency of which is to guarantee 
the rights of the worker against the traditional régime 
which previously had prevailed. The relations between 
the State and the Church have been defined, according 
to the precepts laid down in the Constitution. Extensive 
irrigation works have been constructed in various parts 
of the Republic, and continued progress effected in the 
building of the highwzy system, to bring into communi- 
cation and commercial intercourse the widely-separated 
portions of the country, and to encourage the use of 
automobiles as a system of transportation for both pas- 
sengers and merchandise. 

Without desiring to create the impression that all of 
these projects have yet been completed, it must be said 
that the solution of these problems has proceeded in an 
orderly manner, such as which will permit them to be 
fully carried out, if new disturbances do not occur. The 
latest rebellion failed, completely and rapidly. The 
people have demonstrated their adhesion to the cause of 
the revolution, but that does not imply that they are now 
in favour of governmental changes brought about by 
force of arms and without profound motives for their 
justification. The settling of the conflict between the 
government and the Catholic Church over the applica- 
tion of the constitutional laws has brought peace to the 
consciences of the people and the assurance that, within 
the law, liberty of worship and of religious beliefs will 
not be assailed. Finally, the definite triumph of the 
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principles which have figured in the programmes of the 
recent governments, eliminates all possibility of domestic 
disorders and opens the way to an era of peace which, 
regardless of what conflicts and situations may beset the 


nation, may be expected to result from natural opera- 
tion of legal institutions and the proceedings adopted by 
the most advanced nations of the world. 









Mexico’s Foreign Debt and the 


Country’s Capacity for Payment 
By Lic. Luciano Wiechers 


EXICO’S public debt is divided into four parts: 
M the Foreign Debt, the Floating Debt, Claims, 

arising from damages sustained by Mexicans as 
well as foreigners, and the Agrarian Debt. Detailed con- 
sideration first will be given to each. Later the possi- 
bilities will be discussed of the country’s ability to meet 
them within the limits of its budgets. 

The Foreign Debt.—With the pending approval by the 
Congress of Mexico of the agreement made in New York 
on July 25, 1930, by the Finance Minister with the 
International Committee of Bankers, acting on behalf 
of Mexico’s foreign creditors, this debt will become con- 
solidated and reduced in a single loan, the total amount 
of which, in accordance with the terms of the agree- 
ment, was reduced from $485,777,221, representing 
capital and interest, to the sum of $267,493,250. The 
debt will be amortized in 45 years. It will bear interest 
at 5 per cent., commencing in 1936, with a reduced and 
graduated interest rate from 1931 to 1935. It will be 
represented by two series of bonds, “A” and “ B.” Series 
“A” amounts to $139,380,687, and series “B” to 
$128,103,592. Interest will be payable semi-annually, 
and both bonds and interest coupons are negotiable 
instruments. 

The amortization fund is calculated on a basis which 
will permit the retirement of the bonds within the agreed 
limit of 45 years. This fund may be utilized for extin- 
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guishing the bonds by purchases in the open market, 
providing interest payments are kept up to date. By 
giving 45 days’ notice by publication the Government 
may at any time redeem the bonds at par, in whole or 
art. 

° The bonds are payable in the United States in dollars 
or, at the option of the holders, in Mexico in pesos, in 
Belgium in belgas, in France in francs, in Germany in 
reichsmarks, in Holland in florins, in London in pounds 
sterling, and in Switzerland in Swiss francs. 

Guarantees are provided for these bonds by the 
export and import customs revenues, of all descrip- 
tions. The Government is bound to deposit the Customs 
receipts immediately, and solely in the Bank of Mexico. 
After deducting the amount required to cover the amorti- 
zation and interest service of the bonds, the remainder of 
the receipts are to be credited to the Government. 

From 1931 to 1935 the Bank of Mexico will remit 
the sums due on amortization and interest account to the 
International Committee of Bankers, which will distri- 
bute them among the bondholders. From 1935 onwards, 
the Mexican Government or the Bank of Mexico shall 
have the privilege of designating at will the banking 
institutions through which future payments shall be 
made. Preference in the distribution of remittances is 
given to the holders of “ A” series bonds. 

The Government is bound to issue no new bonds, with 
the customs revenues as security. Only upon condition 
that the total amount of these revenues is more than 
double the sum required for the service of the new debt, 
which it is intended to establish under the agreement, 
may the Countersigning Trust Company consent to a 
new bond issue, pari passu with the series “ B ” bonds. 

The amount of $267,493,250, at which the foreign 
debt of Mexico has been fixed, in accordance with the 
terms of the new agreement, is the result of various de- 
ductions made from the total amount of the fifteen 
emissions of bonds, and interest, originally represented 
by Mexico’s unliquidated foreign obligations. 

These deductions were arrived at by estimating 
Mexico’s general capacity to pay, after a careful and 
minute study of the revenue possibilities of the country 
and its indispensable public expenditure, reference to 
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which will be made later. The procedure adopted to 
determine this reduction consisted in adding the total 
debt, which ran for various periods and bore different 
rates of interest, and consolidating them into a single new 
emission, for the amount previously stated —$267,493,250 
—at a uniform interest rate of 5 per cent. The old bonds 
are cancelled by the new “A” and “B” bonds, which 
will be distributed equitably among the holders of the 
old securities. Arrears of interest on the old bonds up 
to December 31, 1930, were calculated and reduced on 
the following basis :— 

Class “ A” at 2 per cent. of its nominal value. 

Class “B” at r per cent. of its nominal value. 

The remainder, including deferred interest from 1923 
to 1927, and also on those obligations the National 
Railways of Mexico which were not set apart under the 
debt agreement of 1925, at 10 per cent. of its nominal 
value. 

That is to say, “A” and “B” documents include 
back interest, and will be exchanged for unpaid interest 
coupons, due since the suspension of the debt service in 
1914 till December 31, 1922. The coupons for debts 
guaranteed by the Customs revenues were exchanged 
for documents “A.” Those representing the 3 per cent. 
and 5 per cent. interior obligations were exchanged for 
documents “ B,” while those representing other obliga- 
tions were exchanged for documents of both series, in 
approximate proportion of 35 per cent. of “A” docu- 
ments, and 65 per cent. of “ B” documents. 

The Committee of Bankers fixed a time-limit within 
which certificates for back interest might be exchanged, 
and it was agreed that during the life of the agreement 
the Mexican Government could not extend to any of its 
creditors better terms than those stipulated in the agree- 
ment. 


The Floating Debt.—The Floating Debt consists of the 
amounts which the Mexican Government in previous 
fiscal years has failed to pay on current account, owing 
to diverse and unanticipated circumstances, and which 
remained unliquidated at the end of each year. The 
accumulated amount is $70,000,000. This debt, which 
is being revised by a Mexican commission, probably 
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will not be greatly reduced as a result of the revision, 
inasmuch as it is for the most part represented by pur- 
chases, rentals, services and contracts of various descrip- 
tions. It may be estimated that the sum stated, 
$70,000,000, will be close to that which finally will be 
arrived at, when the audit is completed. If it should 
be covered by an emission of 45 year 5 per cent. bonds, 
it would represent an annual service, including amorti- 
zation and interest, of $3,938,319. 

Because of the nature from which it is derived, the 
existence of this debt is indisputable, for it cannot be 
denied that the Government has received the services 
and other values which it represents. In the sum 
mentioned is included the amount of the so-called “ Em- 
ployees Bonds,” which in past years was issued to cover 
deductions made in the compensation of public em- 
ployees. 


Debts for Damage Claims.—These obligations are 
divided between those which are being adjudicated by 
the Public Debt Adjustment Commission and those 
which are being arbitrated by the various international 
mixed claims commissions and the special Mexican- 
United States claims commission. The total nominal 
amount of these claims is enormous. The task of arbi- 
trating them has proceeded with a certain degree of 
deliberation, due principally to the difficulty of estab- 
lishing satisfactorily the facts upon which the claims are 
based and the precise sums to which the claimants are 
entitled, especially owing to the time that has elapsed 
since most of the claims originated. The nominal 
amounts of these claims are: 


American... ‘4 a $a os .. 823,000,000 
Spanish ee ee si ae - -+ 93,000,000 
British we - ‘a 7 os .. 65,000,000 
French “i - a oe én .. 18,000,000 
German oa se ne ae ‘“ + 500,000 
Mexican is “3 ee on - .+ 325,000,000 


Total $1,324,500,000 


Notwithstanding that, as a matter of international 
legal principle and under the application of rigid judg- 
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ment, the revolutionary damage claims should not be 
accepted as a national obligation, inasmuch as it might 
properly be considered that both in the case of Mexicans 
as well as foreigners they are derived by force majeure, 
from circumstances operating beyond control of the 
Government, and also by reason of the fact that all 
persons having interests in the Republic are compelled 
to submit the fate of those interests to the fortunes of the 
country, good or bad; nevertheless, Mexico, in a spirit 
of extreme equity ex-gratia conceded the right of 
nationals and foreigners to indemnization. This deter- 
mination, which also was inspired by a desire to demon- 
strate proper respect to all vested interests, has resulted 
in placing a heavy burden upon Mexico. Still, consider- 
ing the nature of the claims and the fact that many of 
them lack sufficient foundation to entitle them to 
favourable consideration, it is probable that they will 
be found to be greatly reduced when their total amount, 
domestic and foreign, is finally established. 

There is every reason to expect that force of circum- 
stances will tend to effect an important diminution of this 
debt item, by arrangement at least, considering that it 
does not possess the solid basis of the foreign debt, which 
represents money Jnaned, or of the floating debt, which 
represents other values received by the Government. It 
is also hoped that, due to the character of these claims, 
foreign Governments will be inclined to accede to these 
reductions and that, consequently, in this manner these 
claims, regardless of their original size, will eventually 
be materially reduced, that even much larger reductions 
will prevail with such claims as may be settled en bloc, 
without previous special examination, and that all of 
them may be covered by a special emission of 45-year 
5 per cent. bonds for a total, say, of $80,000,000. The 
annual service on this amount, including amortization, 
will be $4,501,000. 


The Agrarian Debt—The social organization of 
Mexico, so far as concerns the ownership and use of land, 
formerly laboured under grave defects. These gave rise 
to serious social disturbances, which, in part, have been 
remedied by providing small holdings to those of the 
people who urgently required land, to be owned and 
BB2 
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cultivated by themselves, as a means of releasing the 
peasant farmers of the country from the economic servi- 
tude in which they had long been held by the large land 
proprietors. This system of land division, which as a 
complement requires a farm credit system, has been 
brought about by expropriating part of the huge rural 
estates of the Republic. 

In this case the Mexican Government, moved by a 
desire to respect previously created interests, resolved to 
pay for the land expropriated. This obligation consti- 
tutes another important item of the public debt. The 
6,000,000 hectares (15,000,000 acres) of privately owned 
land, which up to the present has been expropriated 
for agrarian purposes, represent a debt of about 
$132,000,000. This estimate places a value of $20 a 
hectare upon the land, based upon the average fiscal 
value of property in the different states of the Republic, 
plus 10 per cent. as provided for by law. 

This debt, even though it may lack the definite 
character of the Foreign and the Floating Debts, never- 
theless is at least as well founded as that arising from 
damages caused by the revolution. It is certainly much 
more fixed in its amount than the latter, for the estimate 
placed upon the value of the land per hectare is not 
exaggerated, while the number of hectares expropriated 
is a matter of exact record. 

Part of this debt is already covered by bonds which 
have been issued, but including those documents which 
are now in circulation, $132,000,000 may fairly be con- 
sidered as being approximately a sufficiently accurate 
calculation of the actual amount of Mexico’s agrarian 
debt. This, converted into 45-year 5 per cent. bonds, 
will carry an annual debt service, including amortization, 
of about $7,426,550. 


Conclusion.—It may be seen from the foregoing that 
the combined public debt of Mexico, according to the 
estimates made and assuming that it adjusts itself in the 
form suggested, totals $549,000,000, with an interest and 
amortization service of about $30,000,000 annually. 

As the annual average, in round figures, of the 
revenues of the country for the past five years has been 
$150,000,000, the Government will be under the neces- 
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sity of devoting approximately 20 per cent. of its income, 
on this basis, to the service of its entire debt. Generally 
speaking, and providing conditions as a whole undergo 
no alteration, this payment may be considered as being 
within the capacity of the Republic, although heavy 
sacrifices will be involved in meeting it. 

Inasmuch as the final amounts of the last three debt 
items—Floating, Damage and Agrarian—are not yet 
definitely fixed, it is unnecessary as yet to begin service 
upon them. Hence for the present to lighten the financial 
burden upon the country, opportunity offers to establish, 
by a method similar to that adopted in dealing with the 
foreign debt, a graduated scale of interest payments 
during the first five years. 

If the general reconstruction of the country which is 
now well under way is attained, according to expecta- 
tions, the credit of Mexico will become re-established, 
and consequently it will be possible to foresee the advent 
of an era in Mexico of national prosperity and private 
investment, which will resound abroad as loudly, at least, 
as have events during the past epoch of the country’s 
trials, through which it has passed as the result of the 
struggles of the Mexican people to bring about national 
social improvement. 


NotTE.—No reference has been made to the collateral 
guarantee of the Government of a certain portion of the 
obligations of the National Railways of Mexico. It is 
considered that, upon the completion of the new plan 
for the reorganization of the railways, the corporation 
will be in a position to take care of all of its indebtedness 
directly, and that the Government consequently will 
practically be relieved of its guarantee. 
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Banking in Mexico 
By A. E. de los Monteros 


OMMERCIAL banking in Mexico began in the 
f second half of the last century. Before that time, 

most credit transactions were of a personal nature, 
and chiefly in the hands of long-established business 
or mining firms, founded by Spaniards. Agricultural 
credit during colonial times and until the middle of the 
nineteenth century, was handled by the Catholic Church, 
whose great wealth found safe and profitable employ- 
ment in being loaned on land mortgages. Furthermore, 
towards the end of the Spanish domination, there was 
established in Mexico City and in the largest cities of 
the country, an official system of pawn-shops for the 
benefit of the poor. Outside of these primitive forms of 
credit, Mexico was without the advantages of modern 
banking facilities until the advent of foreign banks. 

The first one to be established was the Banco de 
Londres y Mexico, in 1868. The capital as well as the 
management of this institution was largely English. 
To it is due much credit for introducing modern banking 
practice and technique into the country. It grew 
rapidly in importance and prestige, even through the 
eventful and turbulent years that preceded the Diaz 
régime. By 1910, it had become one of the two largest 
banks in the country. The Revolution affected its 
position seriously, but it still exists and has been 
regaining much of the ground it lost. 

Many other smaller banking concerns were launched 
thereafter, though none of them was important enough 
to deserve special attention here. Twenty years later, 
a group of Frenchmen sought and obtained a concession 
from the Government for the establishment of the Banco 
Nacional de Mexico. Besides the right of issue, common 
to all the institutions of the time, the new bank was 
given official preference in Government business in 
exchange for certain facilities extended by it to the 
public Treasury. At the time, the new Diaz régime 
was in need of the financial support of a large credit 
institution. It was thought that this bank would fill 


















Banco Nacional de México, S.A. 


HE Banco Nacional de México, S.A., was established as an 
issue bank on April 2, 1884, by the fusion of the 
Banco Nacional Mexicano and the Banco Mercantil 

Mexicano. The capital of the institution at that time was 
twenty million pesos, of which only eight millions had been 
paid up. However, at the end of the year 1901, the whole of 
the capital had been paid up, and in the year 1903, it was raised 
to 26 millions. In 1905 the capital was increased to thirty-two 
millions of pesos, at which figure it has remained up to the 
present. 


In 1926, in virtue of the decree published by the Mexican 
Government, the Banco Nacional de México initiated its 
operations as a discount bank, and from then until now the 
volume of its business has been progessively increasing. The 
important banking houses of A. Zambrano e Hijos, with offices 
in Mexico City, Monterrey, San Luis Potosi and Saltillo; 
Salvador Ugarte of Guadalajara; Miguel Herrej6n, of Morelia; 
Valencia Hnos., of Torre6én, and J. Prom Sucesores of Tampico, 
have been absorbed by the Banco Nacional. To these acquisi- 
tions should also be added the recent absorption of the Compafia 
Bancaria de Paris y México, an establishment of credit in 
Mexico, of recognized solvency. 

The Banco Nacional de México, was the first Mexican bank 
to establish a service for the sale of travellers’ cheques, and 
also the first to establish a savings department. The first of these 
services has been very well accepted by the public, as these 
cheques are payable in more than 500 separate places in the 
Republic. With regard to the savings department, although 
it was only established at the beginning of last year, its present 
development exceeds the most optimistic calculations that could 
possibly have been made on the subject. 


The bank has the following branches established throughout the Republic : 


Aguascalientes, Mazatlan, San Luis Potosi, 
Celaya, Mérida, Tampico, 
Colima, Monterrey, Tapachula, 
Chihuahua, Morelia, Toluca, 
Durango, Oaxaca, Torreon, 
Guadalajara, Orizaba, Tuxtla Gutiérrez, 
Guaymas, Pachuca, Veracruz, 
Irapuato, Puebla, Villahermosa y 
Leon, Saltillo, Zacatecas, 


also having six other branches in Mexico City. It has also a New York 
Agency at 52 William Street which is destined to play an important part in 
the increasing commercial activities between the United States and Mexico. 
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that need, and consequently the Government assumed 
a very generous attitude toward it. 

With the ’90s, however, there were ushered in an 
era of peace and political stability. The Finance Minister 
at the time, Limantour, set to work to stabilize the 
position of the Treasury. With very few and notable 
exceptions ever since independence from Spain was 
secured, every Government had suffered from a chronic 
deficit in the national budget. Limantour realized 
that, if the régime was to last, the first thing necessary 
was to balance the public budget. Once this was 
accomplished, and not without difficulty, he turned to 
the settlement of the foreign debt, which he managed 
through a well-devised consolidation of the nation’s 
outside obligations. But this was not enough. There 
was need of adequate credit facilities throughout the 
nation. The banks already established served only a 
very limited area, almost exclusively confined to Mexico 
City and the surrounding district. It was necessary to 
foster the creation of new banks in the States of the 
Union. Furthermore, there was confusion with respect 
to the note issues of the existing institutions, over which 
slight control prevailed. Hence a reform in this respect 
was urgently demanded. The problem was to accomplish 
this without damage to vested interests. 

The Banking Act of 1896 was the answer to that 
question. The law provided for each State a local bank 
of issue controlled by a Government official. Undoubtedly 
this measure was most unwelcome to the old banks, 
since it curtailed their privileges to a great extent. 
Nevertheless, experience demonstrated that it was the 
most expedient manner in which to stimulate local 
banking. Immediately after the enactment of the law, 
there were established banks of issue in almost every 
State. 

For years the new banks and the banking system 
apparently operated successfully. But under the surface, 
unforeseen trouble had been brewing from the start. 
The principle of plural issue proved to be a sure means of 
stimulating credit, but later it grew to be a constant 
danger for the country. By 1907 almost all the local 
banks had reached their maximum legal issue, and the 
crisis of that year found them without the necessary 











Banco Nacional de Crédito Agricola 


small landholders, in accordance with the agricultural 

laws at present in force, the Banco Nacional de Crédito 
Agricola, S.A., was formed on March Io, 1926, with 
a capital $21,000,000-00 Mexican gold, of which the Federal 
Government subscribed $18,000,000-00, and the rest by private 
enterprise and by the local banks. 


ie order to organize and give credit to the communities of 


The law which governs its operations, permits it to 
organize the communities of small landholders and small 
farmers, into agricultural credit co-operative societies, with 
unlimited responsibility. 


The work of organization and credit is done by agricultural 
zones, the conditions of which are homogeneous, in order to 
be able to develop definite and concrete programmes, as much 
from the agricultural point of view as from the economic and 
social one. 


The bank exercises a practical control not only regarding 
the investment of the loans granted to the co-operative 
societies and in the recuperation of same, but it also 
endeavours to secure better distribution and realization of the 
products obtained. 


With regard to security, the order of preference considered 
is: the human factor, labour and future production. It is 
encouraging to note the strict compliance with their obligations 
of the co-operative societies. 


Until there is a market for the ordinary and mortgage 
bonds which the bank may issue, it turns to the Banco 





BANCO NACIONAL DE CREDITO AGRICOLA—cont. 


de Mexico, which is its associate and to other private banks, 
such as the Bank of Montreal, in order to increase its 
available supplies. With the latter bank, it has had important 
transactions, with agricultural products of its own customers 
as security. 


From March 10, 1926 to December 31, 1929, the volume 
of credits arranged by the bank were destined to the 
following :— 

$ Per cent. 
Cultivation and Harvests .» 17,404,095°42 44°02 


Buying of cattle, harness, ma- 
chinery etc. .. - .. 8,677,613°40 21°94 


Mercantile loans, with agricultural 
products as security .. ..  8,960,242°46 22°65 


Mercantile reorganization ..  1,812,780°93 4°58 
Harvesting expenses... ..  1,223,265°85 3°09 


Acquisition of land, irrigation 
works, construction etc. .. 1,215,703°86 3°08 


Treatment of products ms 252,243 °00 0°64 


39:545,944°92 00°00 


The average annual exploitation coefficient of the bank 
has been 2°5 per cent., having placed its capital at 8 per 
cent. with the co-operative societies, and at Io and 12 per cent. 
with private interests. Every year the bank has paid a dividend 
of 6 per cent. on the shares held by the public, and in accord- 
ance with the law on the subject, has applied the dividends 
payable to the Federal Government to increasing the bank’s 
resources. 
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cash with which to meet the extraordinary demands of 
depositors. A crash was only avoided by the opportune 
leniency of the authorities. Thereafter, Minister Liman- 
tour, aware of the defects and feebleness of the system, 
often imposed caution upon the banks in their operations, 
but with little beneficial result. 

When the revolution broke out in 1g10, the reserve 
ratio of the banks was as low as usual. For the next 
two years they were able to get along. But in 1913, 
Victoriano Huerta demanded and obtained a heavy loan 
from the Mexico City banks, which at the same time 
were authorized to suspend payment and to increase 
their note issues against their metallic reserves. A period 
of depreciated bank-notes ensued, aggravated by the 
issue of paper money by the different revolutionary 
factions that took up arms against the Huerta Govern- 
ment. For four years the depreciated paper currency 
supplied the dominating influence in Mexican finances. 

With Carranza’s régime, there came a period of stress 
for the older banks. In the first place, they had offended 
Huerta’s adversaries by affording him financial assistance, 
and secondly, they had aroused the resentment of the 
people by the manner in which they had been conducted. 
It was only logical, therefore, that their concessions 
should be cancelled because of their proved violations 
of the banking law of 1896, especially as regards the 
reserve requirements. With very few exceptions, it was 
revealed that the banks had infringed the principles of 
the law and, accordingly, they were either abolished 
outright or closed for all practical purposes. Further- 
more, the Constitution of 1917 expressly prohibited the 
principle of plural issue, and provided for the establish- 
ment of a central bank of issue, owned totally or partially 
by the Government. 

Besides book-credit and mortgage loans, Mexico 
enjoyed scarcely any credit facilities between 1917 and 
1921. Nor was there great need for them, both because 
at that time the people were most distrustful of banks, 
and also for the reason that the period was highly 
prosperous on account of the boom in the export trade 
of the country. Coined gold was considered to be much 
sounder than bank-notes, Government paper-money and 
credit instruments. Besides, the country had more gold 
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than it needed. There was no necessity to create 
new banks. 

This condition of affairs proved to be only a passing 
phase. Beginning with the last half of 1920, export 
trade decreased and general business conditions became 
unfavourable. Gold began to be exported in large 
quantities. Then it became obvious that the country 
could not continue without banking facilities, if trade 
was to resist depression and if production was to prosper 
without credit. 

Such considerations led the Government to overlook 
its grievances against the old banks. Some of these 
would have been solvent had the Government been in 
a position to pay what it owned them. The situation 
could be met, at least for the time, by authorizing those 
banks to suspend payments for a certain period, during 
which the Government might liquidate its debts to them. 
Moreover, it was not necessary to restore to them the 
right of issuing bills. A decree along these lines was 
issued in 1921. Thus one chapter of Mexican banking 
history was closed, and organized banking was restored 
to the country. 

Since then the development of banking has been 
very rapid. A few pre-revolutionary banks have regained 
much of their lost prestige and business, while new 
institutions have been successful. But by far the most 
important event in the past ten years, was the estab- 
lishment of the Bank of Mexico, in 1925. In order to 
comply with the Constitution of 1917, 51 per cent. of 
its capital stock, which amounts to one hundred million 
gold pesos, has been bought by the Government. 
Furthermore, the bank has a monopoly of note issue, 
and has been authorized to act as a central bank of 
rediscount. 

The following statement, dated June 30, 1930, gives 
a summary of the banking position of the country at 
present. 

Although the reserve ratio for all banks is high, this 
does not necessarily imply soundness and solidity. In 
Mexico there is not a system of central reserves, for 
neither law, as in the United States, nor practice, as in 
England, has created it. Thus, each bank has to stand 
unaided, and must byitself provideagainst any emergency. 











Banco de Londres y México, S.A. 
Mexico, D.F. 


HIS institution is the oldest of its kind in the Republic, 
having been founded in 1864 with English capital as a 
branch of the Banco de Londres, México y Sud-America. 


In 1889 it changed its name to the present one, and was 
constituted with a capital of $1,500,000.00, which capital was 
progressively increased to $21,500,000.00, and was afterwards 
reduced to $10,750,000.00, which is its present capital. 


Up to twelve branches were created, spread over the principal 
centres of the Republic, which branches later ceased to function 
owing to disturbances in the country. At the present time there 
is a branch at Torreédn, and an Urban Agency No. 1 has been 
established in Avenida Uruguay in this City. This dependency, 
had a magnificent future before it from the commencement, and its 


increasingly successful onerations in a year’s working have fully 
realized the expectations entertained with regard to it. 


In 1925 the Bank was authorized to recommence operations, 
not as an Issue Bank, as before, but as a Commercia: Bank 
transacting ordinary banking business and also authorized to 
extend credit, on certain conditions, for the development of 
industry and agriculture. 


Just recently authorization was given to the Bank to 
establish a Trust Department, which has commenced operations 
under very good auspices, and it is confidently anticipated 
that it will be a great success. 


Having got over the various crises in its career, in an efficient 
and honourable manner, the Bank is to-day in a very healthy 
condition. The volume of its operations increases constantly, 
and it is steadily regaining the ground lost due to the disturbances 
from which the country has suffered. After having been sorely 
tried and not found wanting, the solid prestige of this Institution 
has been firmly consolidated. 
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CONSOLIDATED STATEMENT of all MEXICAN BANKS as of June 30, 1930. 
(Thousands of Pesos.) 


ASSETS. LIABILITIES. 


. Bank Notes in circulation 2,458 
. Depositson Demand .. 173,708 
. Checking Accounts.—Lia- 
bilities .. Es - 12,927 
. Miscellaneous .. 42,374 
Deposits in Foreign Cur- 

rency .. -- 40,654 
. Due to Foreign Banks ia 1,452 


$ 

. Cash ; - 91,326 
. Deposits in 1 the ‘Bank of 

Mexico. P 4,483 

. Deposits in other Banks. 10,019 

. Acceptances a ee 6,231 

5. Loans and Discounts .. 146,181 

. Collateral Loans. 35,747 

. Checking Accounts: Assets 23,143 

3. Overdrafts <« +» 10,147 . Time Deposits .. 43,220 


. Stocks and Bonds -- 38,617 . Time Deposits in Foreign 
. Depositsin Foreign Banks 32,918 Currency 10,787 
. Miscellaneous... 88,377 . Accounts subject to Legal 
. Government Loans -- 36,454 Suspension .. 9,823 


. Accounts — to Sus- . Rediscounts ? 8,584 
pension. an 2,562 . Old Bank Notes Unpaid | 10,550 


. Mortgages es oo £3,263 - Bonds and Certificates 
. Investments ace -- 34,649 Issued . -- 12,584 
. Buildings, etc. .. oe 32,262 : Impersonal Accounts ++ 30,247 
. Office Equipment na 2,715 . Capital Stock Paid In .. 204,458 
. Impersonal Accounts .. 12,406 . Reserve Funds .. oo Sues 
. Unpaid Capital Stock .. 34,180 . Mortgage Bonds.. oe ©6082 7 7E 
. Investment in Savings . Other Bonds e« a6 1,503 
Departments .. ee 350 
. Investment in Trust 
Departments .. os 200 


OND Ut WNH 


Total a . - $656,230 Total es . - $656,230 


Data taken from ‘‘ Boletin Estadistico ’”’ of the National Banking Commission. 


This situation makes for a high reserve ratio, but it is 
impossible to say just what degree of safety this affords 
to individual banks and to all of them together. It is 
clear that there is much room for improvement as regards 
legal reserve requirements. 

Secondly, we may notice the absence of rediscounts 
among the assets. This is due to the independent status 
of the individual banks, as well as to the inconvenience 
of rediscount operations under existing conditions. 
Furthermore, many banks are accustomed to rediscount 
paper in the United States and Canada, partly because 
some of them are affiliated with foreign institutions, and 
also because they obtain lower rates of interest than 
they can inside the country. To increase rediscounts, 
the Bank of Mexico must be able to compete with foreign 
rates, which it cannot do until it has a firm control of 
the national money market. Meanwhile, a system of 
rediscounts remains lacking in Mexico. 

Finally, it is of interest to observe the scarcity of 
bank notes in circulation. This is accounted for both 
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by the nature of the notes and by the depreciation of the 
silver peso. The Bank of Mexico is allowed to issue only 
gold notes. Therefore, these notes, being freely con- 
vertible into gold, have the same premium as gold has 
over silver. But gold serves chiefly as a medium of 
international payments, whereas the Bank’s gold notes 
cannot be used as such. Consequently, there is still little 
demand for the notes. Only when the gold standard is 
restored, or if the Bank of Mexico is authorised to issue 
silver notes, will this liability item of the Bank become 


larger. 
From all this it undoubtedly will be concluded that 
Mexico still lacks a modern banking system. The 


business interests of the country and its Government 
have long been aware of this fact, but the solution of more 
important problems had prevented the taking of the 
steps which are necessary to improve banking conditions. 
Now it seems that a reform is imminent, and it is certain 
that Mexico will seek to take advantage of the experience 
which the world has to offer her in this particular. 
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Currency in Mexico 


By A. E. de los Monteros 


URING the past fifty or sixty years, Mexico has 
D suffered greatly from the lack of a stable monetary 
régime. During that relatively short period in 
the history of a nation, she has tried almost every con- 
ceivable monetary system, but to her misfortune, none as 
yet has resisted the test of time and use. To give a full 
and detailed account of all the vicissitudes and difficulties 
that have been encountered by Mexico in its constant 
search for a stable monetary standard, is beyond our 
purpose. Therefore, we shall present a sketch of the 
country’s past experience, so that present conditions may 
be understood. 

There was a time when the Mexican peso held a place 
of prestige and high esteem among the coins of other 
nations. It was for long, as it is still in China, a common 
standard of value in many countries. Even the English 
Colenies, in pre-revolutionary days, extensively used the 
silver peso. But with the downfall of silver as a monetary 
standard, the value of the peso began to fluctuate within a 
wide range, so that gradually it became unsuitable as a 
unit of account not only in trade among nations, but also 
in domestic transactions. For more than thirty years 
after the ’70s, monetary chaos was the dominant tone in 
the economic life of Mexico. Asa silver-producing country, 
however, the only logical réle for her was to resist the 
universal tendency toward the gold standard, even at the 
expense of domestic stability and progress. It was not 
until conditions became practically intolerable, and after 
all foreign exchange had turned against Mexican money, 
that steps were taken for a monetary reform. In 1903 a 
Commission was appointed by the Government to study 
the monetary problem and to find as adequate a solution 
as possible. A plan was devised whereby the old silver 
peso should continue to be used for domestic trade, its 
international exchange value being regulated through a 
special revolving fund. In this manner two things were 
accomplished : first, depression of the silver market by 
dumping upon it the circulating stock, was avoided; 
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“La Nacional” 
Compania de Seguros Sobre la Vida, S.A. 


6é¢77 A NACIONAL” Life Insurance Co., Ltd., was founded in the 

year Igor and, from that time, has operated i in Mexico exclusively, 
with ever-growing success, as is shown by the Reports and Balance 
Sheets of the Company which indicate a progressive increase in business 
from year to year. 


The Company has always met its obligations so zealously, paid its 
policy-holders so punctually for any loss suffered by them, and offered 
such unrestricted and liberal terms in its policies, that it has firmly 
established itself on the basis of the most solid prestige and, further, has 
won for itself the preference of the public which favours it with its most 
frank support. 


As a consequence of the confidence placed in the Company, its highly 
competent technical staff makes a constant survey of the necessities of the 
public and introduces in its policies the most beneficial clauses which it is 
possible to offer within the technique on which the insurance business is 
based. The Company has thus been able to evolve the most advantageous, 
simple and liberal type of insurance policy ever issued in the country. 
Apart from the usual forms of insurance, the Company specializes in 
Educational Fund, Guaranteed Income, Reduced Premium and Group 
policies, many of which may also enjoy the additional advantage, at a little 
extra cost, of a very original clause covering Double Indemnity and 
Benefits in case of Accidents, which affords complete protection. 


The Company prides itself ¢ on the fact that it pays the amount of any 
life policy issued by it within 
twenty-four hours of proof of death 
being lodged, the payments under 
this heading totalling already over 
$6,000,000. 


Owing to its sound financial 
position and prestige, this Company 
constitutes one of the strongest and 
most characteristic Institutions in 
the country, for it has always been 
in the vanguard of progress in its 
constant efforts directed to the 
development of insurance in Mexico. 


RoW General Offices : 
New General Offices of “*La Nacional” Life Bolivar, 18. Apartado I,420. 


Insurance Co., => — of erection in MExIco D. F. 
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second, a means was found for stabilizing exchange as 
well as the purchasing power of the currency. 

This form of gold-exchange standard worked satis- 
factorily for several years. Though the functioning of this 
system has not been studied with care, it appears that its 
success was due chiefly to the heavy borrowing of foreign 
capital by the Government, as well as by private enter- 
prises established at that time. Thereby domestic trade 
was increased considerably, and it was relatively easy, 
except during the 1907 crisis, to control the exchange rates 
without any serious danger to the revolving fund. At 
all events, it cannot be denied that Mexico enjoyed the 
benefits of a fairly stable currency from 1905 till 1912. 

The complications that ensued, were due to the 
intensification of revolutionary activities. Imports of 
capital suddenly declined; domestic production was 
drastically curtailed; exports fell rapidly, and exchange 
again became unfavourable. On the other hand, the 
Government, in urgent need of cash, borrowed heavily 
from the monetary fund. These two forces combined to 
bring about the failure of the gold-exchange experiment. 

Rapid depreciation of the currency set in during the 
years that followed. The Government’s need of funds 
was insatiable. Permission was given to the banks of 
issue to disregard the legal requirements as to cash 
reserves. Thus was ushered a new monetary régime, that 
of inconvertible paper money. Revolutionary leaders, 
local officials, and every one who, by virtue of the pre- 
vailing political chaos found himself invested with 
authority, soon learned the advantages of issuing paper 
money as a means of financing military activities. No 
one knows with any degree of certainty how much paper 
was issued. 

The Carranza Government, as it had achieved 
supremacy, vainly tried by every means to control the 
situation. By the end of 1916, and the first months of 
1917, much of the old metallic currency that had not been 
exported began to circulate automatically. The Govern- 
ment was thus forced to take steps towards the establish- 
ment of a new standard. 

In the meantime, in spite of the troublesome conditions 
prevailing, the oil industry had made vast strides in 
Mexico. Properties were being purchased on a large 
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scale, and foreign money was coming in for their exploita- 
tion. On the other hand, the gold price of silver had 
gone up, and mining processes were being modernized 
by foreign concerns, thus reducing production costs. 
Furthermore, the demand for many Mexican products 
such as sisal, copper, lead, etc., was increasing due to the 
World War. The balance of trade once more became 
favourable, and gold was flowing into the country. Oppor- 
tunity was thus provided, as it had never been before, for 
the establishment of a clear-cut gold standard. On 
November 13, 1918, a decree was issued fixing the 
monetary unit at 75 centigrams pure gold. 

From then until the crisis of 1920-21 everything 
went on smoothly. Never had coined gold circulated so 
freely and in such large quantities. While all the world was 
suffering from an acute indigestion of inconvertible paper, 
Mexico had a solid gold currency. As a matter of fact, 
it was difficult to obtain fractional silver coin for retail 
transactions, because it was a profitable business to melt 
and export it, since its gold value was higher than its 
nominal worth. On two different occasions, the Govern- 
ment was forced to reduce the contents and quality of 
silver money in order to keep it in circulation. 

This was the situation until 1920. Mexico had for the 
first time established the gold standard when goid was 
depreciated in terms of goods, that is, when gold prices 
were inflated by virtue of the war. As the process of 
deflation set in after that year, that is, as international 
gold prices began to fall, it became increasingly difficult 
to keep the circulating gold stock within the country. 
There was no mechanism, no institution, for regulating 
the domestic price level in accordance with the new 
situation, and for controlling the outflow of gold. Large 
quantities of the metal were exported year after year, and 
the gold standard, so successfully maintained for a short 
period, had to be abandoned. 

It was not necessary to enact a law for this purpose. 
The progressive shrinkage of public revenues and the 
impending menace of a budgetary deficit, were reasons 
sufficiently weighty to bring about a de facto automatic 
reform in currency matters. We have seen that the 
weight and fineness of silver coins had been reduced so as 
to prevent them from disappearing from circulation. The 
cc2 
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logical consequence of this was the creation of a flat silver 
coinage, whose face value was far above its intrinsic worth. 
From this point it was an easy step to make the silver 
currency enact the réle of inconvertible paper money as 
a means of relieving the embarrassment of the public 
Treasury. Thus coining of inconvertible silver became an 
established practice. Necessarily a substitution for gold 
by silver currency took place, and soon gold coinage was 
at a premium over silver. The following statistical 
data may be of interest at this point. 


MONTHLY COINAGE OF SILVER AND MONTHLY AVERAGES OF 
THE GOLD PREMIUM. 


1922-23. 1923-24. 1924-25. 1925-26. 


Months. | 
Coin- Pre- | Coin- Pre- | Coin- Pre- | Coin- Pre- 
age. |mium.| age. |mium.| age. | mium.| age. | mium. 


October ... 
November 
December 
January ... 
February 
March 
April 

May 

June 

July 
August 
September 


COHFH NH HOO OO 
HHH HHH OOOH NN 
HWAHRA DH HHO 


NUkWNNN DD HHH 
Ce eo ee | 


HOW NN HH WH HD OD 
OnNnPPURUWND HO 


4° 
4° 
ae 
I° 
4° 
4° 
4° 
4° 
5° 
3° 
I° 
6: 


1926-27. 1927-28. 1928-29. 1929-30. 


Months. P r 
Coin- Pre- | Coin- Pre- | Coin- Pre- | Coin- Pre- 
age. |mium.| age. |mium.| age. | mium. 


Pes Mn PesMn % |PesMn % 
October ... — 0* 350 65 
November | 2°500 mes 75 
December 3°940 74 
January ... | 1-980 -62 
February 2+360 “57 
March ... | 0*720 86 
April... — *29 
May +s. | 0*200 -60 
June eee | OF 275 "54 
July 49 
August ... ° 0*200 *34 
September *46 | 0°350 “41 


WAUWUW WWW DAD 
Wo WW Wo Go a Wo Go Ge Wo Wo Ge Wo 

BEESEL ES 
Coty Un Oo 0 4 UP UW OW OY UW 


SESEECRTE 


Mexico City, October 16th, 1930. 
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It will be readily seen that it became expedient to 
cease the coining of silver during the first months of 
1927. That date marks a new stage in the history of 
Mexican currency. At the suggestion of the Minister of 
Finance, Sefior Montes de Oca, the policy of coining 
inconvertible silver as a means of meeting budgetary 
deficits was abandoned. In the hope that the natural 
increase of trade would gradually absorb the surplus 
circulating stock, and since the conditions of the Treasury 
did not permit heavy disbursements, no steps have as yet 
been taken towards returning to the legally established 
standard. Nevertheless, the present administration is 
searching for a proper and effective solution of the 
problem. Given the present price of silver, the probabili- 
ties are that a solution will be found along the lines of the 
1905 monetary reform, that is, by the adoption of some 
sort of gold-exchange standard. At any rate, it is obvious 
that there is an urgent need for a stable currency, and 
that the time is not far away when Mexico will have it. 


Mexico’s Industries 


By Ing. Joaquin Santaella 


O describe the industries of Mexico is equivalent 

to sketching on a large scale the history of the 

country. The forces, the tendencies and the lives 

of nations manifest themselves vigorously in their 

industries. Nothing of what may be called industrial 

life prevailed among the aboriginal tribes of Mexico, 

who did not constitute a nation and were consolidated 

politically only by the power of the Spanish Conquerors 

who united in New Spain small native territories, 
between which rivalries existed. 

The Spanish influence upon the industry of Mexico 
was decisive and still persists, inasmuch as the mining 
interests developed by Spaniards constitute the principal 
industry of the country. The Spaniards principally 
exploited gold and silver mining. An idea of the extent 
to which they developed it may be gained by an 
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examination of the following figures of production in 
kilos of silver and gold for the periods mentioned : 


SILVER. 
Kilos. 
1521-1820 (Colonial period) os «+ 53,496,000 
1821-1905 (bimetalism) .. o -»  57;:774,067 
1906-1929... os - os -» 54,839,727 


Total .. oe ee -- 166,109,794 


Kilos. 
1521-1820... wm “a - we 182,065 
182I-1905 .. a si aa ~ 251,803 
1g06-1929_ _.. - oe we a 602,562 


Total .. os ee oe 1,036,430 


The value of the silver, reckoned on a basis of 16 to I 
with respect to the value of gold, during the years above 
mentioned did not vary much from that ratio, although 
during the first years of the Spanish occupation the 
ratio was 14 to I. Upon this standard the value of 
the silver mined in Mexico, reckoning with other factors 
which affected its current price, is as follows : 

Pesos. 
Colonial period .. a os -- 2,188,521,360 
Bimetallic period .. - ve -» 2,363,537,080 
Subsequent period oe oe -- 2,327,398,013 


Total a é -- 6,879,456,453 


The value of the gold production from 1521 to 1929, 
estimating it at 1,333 pesos a kilo, was 1,381,561,190 pesos. 

During the colonial period, with the exception of 
the fifth which went to the crown, the production of 
gold and silver represented prosperity to the colony. 
From the mines came the cathedrals and palaces of 
Mexico. They built the cities of Guanajuato, Zacatecas 
and Pachuca, which are now state capitals; Taxco, 
still the marvel of the traveller, and other smaller places, 
such as Real del Monte, Atotonilco, El Chico, etc. 

The figures given for silver production are similar in 
every period. They increased in favour of independent 
Mexico, over what they had been in New Spain. In 
latter years they represent the effects of a greater 
industrialization during the contemporaneous period in 
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which silver mining has come to be the best organized 
extractive industry in the world. 

During recent years the mining industry has extended 
its operations to the exploitation of other metals besides 
gold and silver. During 1929 the figures of metal 
production in Mexico are : 


Kilos. 

Gold os oe - oe és 20,367 
Silver - am ee o _ 3,386,359 
Copper én aa ws oi wn 80,539,816 
Lead au - ae “e - 247,414,993 
Zinc os - as os - 172,898,413 
Arsenic te Ba oy ne: is 16,121,427 
Antimony .. os os +“ si 2,925,293 
Coal ‘ ws - oe oe 961,895,471 
Cadmium .. ‘i os és ss 619,428 
Graphite .. ae os o os 7,029,784 
Various .. ia re - ae 101,382 

Total ws «é -. 1,492,851,351 


Among the metals included in the last item are 
mercury, tin, selenite, tungsten and vanadium. 
The value of the metals produced in 1929 was: 


Pesos. 

Gold aN sie re “a -» 27,155,932.I1 
Silver is - - ie -- 120,335,021 .37 
Copper aa as ~ as .- 66,355,796.64 
Lead an os én wie -+ 77,259,010.12 
Zinc oi - o* “es -- 54,853,746.35 
Mercury .. ‘a és a - 633,888 .79 
Arsenic .. os - os -»  1,739,629.26 
Antimony .. - - - -- 1,222,102.83 
Coal “a oa se oe -+ 14,428,455.00 
Cadmium .. o oe oe --  2,362,554.37 
Graphite .. ae - ai os 421,787.04 
Tm .. ‘a ia ws ae II,OOI.00 
Tungsten .. wi os ee i 36,485.24 
Vanadium .. oe - ee -_ 1,200.94 

Total oa - -- 366,817,211.06 


The principal mining centres of Mexico are described 
below : 

At Pachuca, the principal producer is the Real del 
Monte and Pachuca Company, which produces gold and 
silver bars from its cyanide plant. The American 
Smelting and Refining Company has a smelter at 
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Chihuahua and a lead refinery in Monterrey. The 
Penoles Company has a smelter and refinery in Monterrey 
and a smelter in Torreon. The American Smelting and 
Refining Company have smelters at Matehuala and San 
Luis Potosi. The Republic Mining and Metal Company 
has a plant for treating antimony at Wadley. The 
Mexican Zinc Company has a coke and refining plant at 
Rosita. The El Boleo Company in Lower California 
and the Cananea Consolidated Copper Company at 
Cananea, Sonora, produce copper concentrates. In 
Monterrey there is an iron and steel foundry which 
utilizes iron ore from Durango and coal from Coahuila. 

Petroleum is another extractive industry which has 
been developed entirely during the present century. 
In 1991 the production was 1,645 cubic meters. It 
increased to 577,755 cubic meters in 1910, reached its 
height in 1921, with 30,962,752 cubic meters, and then 
slowly receded until in 1929 the production fell to 
7,104,531 cubic meters. The total production of Mexico 
from 1g0I to May, 1930, was 250,701,036 cubic meters, 
which is equivalent to 1,577,038,412 barrels, valued at 
2,856,315,701 pesos. 

The Aguila Company has refineries at Tuxpan, 
Minatitlan and Tampico. At the latter city the Huasteca 
Petroleum Company and the Pierce Oil Corporation each 
has a refinery. The refineries produce fuel oil, gas oil, 
gasoline, kerosine, lubricating oils, paraffin, asphalt and 
other distillates, the production of which in cubic meters 
in 1929 was :— 

Cubic Metres. 

Aguila Company, Tampico ws os 1,688,236 
- ™ Tuxpan re ss 1,806 

a“ - Minatitlan .. - 909,468 
Huasteca Company _ on o 1,115,836 
Pierce Company .. oe i a 416,321 

The decrease in production in Mexico since 1922, 
which has been very much accentuated since 1927, has 
coincided with the constant development of the industry 
in Venezuela and with the great increase in production 
in the United States, which it has lately become necessary 
to restrict by an agreement between the producers. 
In October, 1929, the reduction amounted to 400,000 
barrels daily, 150,000 barrels of which affected the wells 
in California. 
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On the other hand, Mexico has developed local 
consumption of gasoline and, on a lesser scale, other 
petroleum products. In April, 1925, a gasoline tax 
of three centavos a liter was imposed, which was increased 
in January, 1929, to four centavos. The total proceeds 
of the tax are devoted to road building. The roads 
augment the use of automobiles, and consequently the 
consumption of gasoline. 

Up to June, 1930, the gasoline tax had produced 
36,000,000 pesos, and 45,000,000 pesos had been ex- 
pended in road building. The 20,000,000 pesos in taxes 
collected to 1928 represented domestic sales of gasoline 
amounting to 120,000,000 pesos, and the 16,000,000 pesos 
collected in 192g and 1930 were derived from sales of 
64,000,000 pesos, or total sales of 184,000,000 pesos. 
Thus a valuable market has been created for the refining 
industry, which is indicated by the fact that the Aguila 
Company has been granted a concession to lay a pipe 
line from the petroleum fields in Vera Cruz to Mexico 
City and to construct a refinery there. Construction 
will commence shortly. The route has been surveyed 
and the first shipments of tubes have arrived in Mexico. 
The new refinery will serve the domestic interior market 
from the central plateau. 

During 1929, Mexico’s exports in pesos were :— 


Pesos. 
Animal materials .. as 5 ro 18,326,663 
Vegetable materials ia és oe 144,475,127 
Minerals... a oe ae se 422,796,164 
Various... “* a ea - 5,035,301 


Total - os - 590,633,301 


Of the above, mineral exports represented 70 per cent. 
They included the two principal branches of the extractive 
industries of the country, metals and petroleum. 

A country which depends, industrially, so largely 
upon its mineral resources is exposed to severe crises, 
such as that which Mexico is suffering because of the 
depression in the price of metals, especially silver. This 
has been appreciated by our statesmen, who have 
endeavoured to interest capital in other industries. 
President Diaz provided great impulse to railroad 
building, foreseeing that the development of these lines 
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of communication would also serve to develop the mining 
industry, facilitate the increase of various kinds of 
factories which have gradually been established here 
and provide a means of distribution for agricultural 
products. Mexico’s infant industries have been given 
the advantage of protective tariffs, tax exemptions and 
other aids. One of the practical results of this policy 
is apparent in the development of textile establishments 
which supply the domestic market almost wholly, and 
monopolize it in the field of cheap fabrics. There are 
now in operation 140 factories, with investments aggre- 
gating 75,000,000 pesos and annual sales of 100,000,000 
pesos. 

What it meant to the country to construct 23,000 kilo- 
meters of railway may be judged approximately by 
comparing the foreign debt of $535,000,000 (U.S. cur- 
rency) with the debt of the railways themselves, amount- 
ing to $450,000,000 (U.S. currency), according to the 
figures of the debt agreement recently negotiated by 
Finance Minister Montes de Oca. Of the foreign debt, 
less than 50 per cent. represents the cost of half a century 
of revolutions and foreign wars, and the remainder, as 
well as the railway debt, the cost of the last revolutions. 

Without dispute, the railways have contributed 
powerfully to the progress of Mexico, although not to the 
degree that they would have had they not been projected, 
constructed and directed by American corporations which 
sought to prolong their distributing systems across the 
Republic for the purpose of transporting our products, 
extending their lines, as one may see by studying a map, 
to the heart of the country, Mexico City, like the tentacles 
of an octopus, to extract by their commercial system 
all the products of our economy. 

The revolutionary transformation which we are now 
witnessing was brought about by the peasant farmers, 
and their leaders in government, conscious of their 
mission, are seeking to make Mexico essentially an 
agricultural country. As no revolution in any country 
follows a preconceived plan, the forces of the revolution 
have to a degree been dispersed and have not concen- 
trated upon a single objective. But one may gain an 
idea of the magnitude of the accomplishments of the 
revolution by considering that 45,000,000 pesos has been 
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expended in road building in five years, more than 
80,000,000 pesos employed in constructing irrigation 
works and also the distribution of lands to the peasant 
farmers, on account of which bonds of the Agrarian 
debt have been issued to the amount of 14,000,000 pesos, 
while the total amount of this debt, which will cover 
the cost of providing land to all who are entitled to it, 
is estimated by The Economist of Mexico City at 
1,500,000 pesos. 

The financial programme of the President for the 
ensuing year provides for the development of a comple- 
mentary policy, including disposal of the irrigated lands 
to farmers, the provision of financial aid to those who 
have been given land and the continuation of road and 
irrigation construction. 

The industrialization of Mexico still lacks the develop- 
ment of potent factors which can convert it into an 
industry of exportation through low production costs, 
an industry which can supply the country with railroad 
rails and ties, with ploughs, with all the articles of prime 
necessity required by a country in full economic evolu- 
tion. It is to be hoped that the next step taken by the 
revolution will be in the direction of founding such 
industries which are as indispensable to Mexico as 
agriculture itself. 


Mexico’s Foreign Trade 


By Prof. Jesus Silva Herzog 


EXICO’S foreign trade since 1870 may be repre- 
M sented by an ascending line, the continuity of 

which is only varied by slight levels and inclina- 
tions. In 1873-74 our imports and exports totalled 
50,977,001 pesos, in 1883-4 80,695,844 pesos and in 
1893-4 109,630,776 pesos. In the following years the 
increase was even more notable, for in 1903 the total 
attained the figure of 277,460,271 pesos, in Igo, the 
year before the revolution, 491,762,612 pesos and in 
1920, 1,250,718,599 pesos. Doubtless the increase was 
in reality less than would appear from these figures, for 
it is necessary to reckon with the diminished purchasing 
power of Mexican money, but nevertheless there has 
been a considerable increase in our foreign trade. The 
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fact established by these figures is interesting, because 
it reveals firstly, that, despite the revolution, armed 
movements and political vicissitudes, the economic 
development of the country has continued, and secondly, 
that the effect of the events mentioned has been 
enormously exaggerated by reports published outside 
Mexico. 

Another characteristic of Mexico’s foreign trade is 
that exports have always exceeded imports. Taking, 
for example, the years mentioned, it may be seen that 
in 1873-4 exports exceeded imports by 18-93%, in 
1883-4 by 37°17%, in 1893-4 by 151-°97%, in 1903-4 
by 155°71%, in 1910 by 29-66%, and in 1920 by 116: 31%. 
This has occurred during the entire history of our inter- 
national commerce, and it is due to the fact that Mexico 
is essentially a producer of metals and that, logically, 
the most important market for them is abroad. On the 
other hand, in some other countries there are periods 
during which imports exceed exports and vice versa. 

It is interesting to compare the figures for the five 
years from 1906 to IgI0, immediately preceding the 
social revolution in Mexico, when complete peace pre- 
vailed, with those for the period 1925 to 1929. During 
the first period the imports amounted to more than 
1,043,764,908 pesos and during the latter to more than 
1,859,423,928 pesos, an increase of 78-15%. During the 
same periods exports totalled 1,251,032,459 pesos and 
3,190,922,726 pesos, an increase of 153:04%. The 
considerable difference shown between the imports and 
the exports for the latter period is explained by the 
increase of production of silver and other metals and 
of petroleum, the production of which was unimportant 
during the first years of the present century. 

The value of imports in pesos from 1925 to 1929, 
divided according to customs tariff figures, were as 
follows (see opposite page). 

Although a majority of the items show almost 
continual rises and falls, a fact which may be explained 
by a lack of complete normality in the economic and 
political conditions of Mexico during the period; yet, 
the imports of machinery and mechanical appliances 
constantly increased. This was due to the efforts made 
to add to the number of industrial establishments in the 
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IMPORTS 


Articles 1925 1926 | 1927 | 1928 | 1929 


$ $ $ $ 
Animal materials... | 49,472,776 | 48,080,093 | 38,131,344 | 40,078,059 | 40,212,058 
Vegetable materials | 52,844,937 | 62,945,948 | 46,811,499 | 43,938,105 | 49,270,820 
Mining materials 
metals, etc. .+ | 82,705,569 | 77,910,993 | 89,960,923 | 76,467,974 | 88,214,287 
Textiles, etc. «+ | 57,383,471 | 50,318,248 | 38,937,901 | 44,149,599 | 41,585,370 
Pharmaceutical and 
Chemical Products|22,640,980 |24,102,171 |23,184,573 |24,353,444 | 24,885,783 


Beverages .. -- | 3,974,023] 3,847,918] 3,532,831] 3,866,854] 3,998,241 
Paper, etc. .+- | 12,092,932 | 11,743,075 | 11,207,523 | 11,063,857 | 11,401,517 
Machinery, etc. .. | 44,975,634 | 44,498,615 | 45,692,122 | 52,412,982 | 57,282,739 
Vehicles .. «+ | 34,127,127 | 28,821,990 | 23,850,452 | 34,420,518 | 38,030,125 


Arms and Ammuni- 


tion, explosives 4,997,713| 5,120,122} 4,703,064] 5,097,481] 5,367,233 
Miscellaneous .. | 25,781,010] 23,873,867] 20,375,040] 21,913,485| 22,671,200 


Total .. --$ pane 381,263,040] 346,387,272/ 357,762,358] 382,919,373 








country and to the replacement of the machinery of 
those already in operation. 

The value of the exports from 1925 to 1929 are shown 
below :— 














EXPORTS 
Articles 1925 | 1926 1927 | 1928 | 1929 
— ee 

$ $ $ $ $ 
Animal materials. . 9,829,180] 14,169,869} 19,387,018] 20,298,036] 18,326,663 
Vegetable materials |120,922,342/147,561,341|161,444,734|171,307,575|144,475,127 
Minerals .. ++ 1547,558,755|524.772,272|445,351,7 10|395,420,547| 422,796,164 

Manufactured Pro- 

ducts .. -- | 3,859,555) 5,259,453] 7,475,388) 5,417,890] 5,035,301 
Total.. ..$ |632,484,832]/691,753,935/633,058,850/592,444,048) 590,633,255 


Excluding 1929, the exportation of animal and 


vegetable materials increased year after year. Mann- 
factured articles increased the first three years and 
decreased in the last two. Mineral exports steadily 
decreased, because of the restrictions placed upon output 
for current political and economic reasons, by the 
petroleum companies, but not because of a diminution 
in the potential oil resources of Mexico. 

During the five years in question 73-21% of the 
total exports were represented by mineral materials, 
23°27% by vegetable materials, 2°57% by animal 
materials and 0-85°% by manufactured articles. 
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In conclusion, a table of the external trade of Mexico 
from 1924-28, classified according to countries, is ap- 
pended. The value of the goods is quoted in Mexican 
currency. Figures for 1929 have not yet been computed. 


Country Imports Exports Total 


$ $ $ 
Germany .. os 143,253,275 185,984,192 329,237,467 
Belgium .. - 19,447,507 104,384,412 123,831,979 
Canada... oe 20,092,937 11,048,612 31,141,549 
Cuba a is 407,396 64,523,841 64,931,237 
Spain om oe 35,787,316 14,928,762 50,716,078 
United States .. | 1,250,760,534 | 2,322,728,079 | 3,573,488,613 
France... #4 89,346,218 78,029,957 167,376,175 
England .. = 130,256,393 | 223,478,334 | 353,734,727 
Holland .. ¥a 8,325,133 41,774,041 50,099,174 
Italy - - 12,647,457 5,207,004 17,854,461 
Others on ea 87,456,221 162,966,946 250,423,167 


TOTAL .. sa sa - “a ..| $5,012,834,627 


During the given period the exports to the U.S.A., 
England and Germany exceeded imports from these 
countries by 71-28%, 7°36% and 6-57% respectively. 
If English manufacturers and merchants would study the 
economic conditions of Mexico dispassionately and with- 
out bias, they would soon learn to realize that there 
are larger markets there for their goods, and that in 
return they could buy from Mexico raw materials at 
satisfactory prices. An increase of trade between Mexico 
and England will be of great value to both countries. 


Agriculture in Mexico 


By Prof. Jesus Silva Herzog 


HE soil of Mexico is divided among the tropical, 
semi-tropical, temperate and cold zones. The 
climate of the low lands along the coast, south of 

the Tropic of Cancer, is very hot. Semi-tropical condi- 
tions prevail from 2,700 to 5,100 feet above sea level; 
life is more comfortable and the climate is healthier. 
The temperate zones are between 5,100 and 7,900 above 
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sea level. At this height the heat and cold are never 
intense, the population is most numerous, and the most 
important cities of the country are situated. The colder 
zones are found at an altitude of more than 7,900 feet, 
ranging from there to 13,300 feet, the regions where snow 
is perpetual. As one ascends, vegetation grows more 
scarce, until it disappears completely. 

In obedience to the general tendencies enforced by 
altitude and latitude, the climates of the different regions 
of Mexico vary, according to the distance of the terrain 
from the sea and the ocean and aerial currents which 
affect the country and regulate the rainfall. Mexico’s 
climatic diversity enables almost anything to be raised 
there, from tropical fruits to the agricultural products 
of the colder zones. 

Production in tons of 27 of its most important crops 
for 1926, 1927 and 1928 are shown by the following 
table :-— 

























1926 1927 1928 






































Tons Tons Tons 
Garlic - - 2,992 2,988 3,195 
Sesame .. os 11,169 12,235 14,973 
Alfalfa re os 1,768,920 1,702,889 1,769,022 
Cotton as 2 78,016 38,862 60,376 
Rice. . - os 71,915 73,789 83,153 
Peanuts... - 8,563 8,118 7,050 
Cocoa oe oe 1,417 1,436 1,402 
Coffee as wa 40,608 42,417 41,986 
Sweet potatoes... 37,615 39,939 38,639 
Sugar cane.. a 4,503,102 4,310,264 3,863,872 
Barley - ae 93,659 97,683 91,320 
Onions ac ne 14,155 16,074 14,311 
Peas... es “ 6,832 7,526 9,425 
Red chili .. ba 7,289 7,678 7,101 
Green chili .. oe 16,719 20,282 20,431 
String beans on — — 1,952 
Beans oe ss 213,668 195,379 176,134 
Chick-peas .. i 81,953 80,537 64,316 
Lima beans oe 17,311 18,845 15,077 
Hemp a om 117,294 132,802 139,232 
Tomatoes .. - 67,918 83,552 88,831 
Lentils oe a 669 645 531 
Flax.. os ee 1,068 1,949 989 
Corn - - 2,199,314 2,078,817 2,172,845 
Potatoes .. at 43,113 53,341 54,172 
Tobacco... tae 9,022 10,054 12,607 






Wheat a ae 281,215 323,607 300,211 
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A comparison of the figures for 1928 and 1926 shows 
an increase in production in the case of 17, and a decrease 
in the case of 10 products. Appreciable decreases 
occurred in the case of cotton, beans and chick-peas. 
Among the products which registered increases are peas 
and tomatoes. 

Areas cultivated, in hectares (1 hectare = 2-47 acres), 
are given in the following table :— 


1926 1927 1928 

Hectares Hectares Hectares 
Garlic ee os 816 800 904 
Sesame = “a 23,592 24,555 24,971 
Alfalfa os oe 48,165 48,114 47,443 
Cotton es ew 248,184 132,041 203,243 
Rice. . ‘a i 47,616 45,215 45,409 
Peanuts... s 15,269 13,717 10,746 
Cocoa -_ én 8,432 8,071 8,113 
Coffee Ke a 87,152 87,150 88,481 
Sweet Potatoes... 11,556 11,470 8,814 
Sugar cane .. o 89,162 91,662 81,937 
Barley es ae 181,214 175,718 180,609 
Onions a ‘i 4,399 4,526 4,249 
Peas.. a - 4,119 4,461 5,635 
Red chili .. is 16,222 15,782 14,065 
Green chili .. $s 8,873 9,971 10,886 
String beans es — — 1,249 
Beans re oy 1,053,876 993,225 887,491 
Chick-peas .. “i 132,938 I2I,999 118,123 
Lima beans - 48,668 51,493 49,624 
Hemp . ie 114,995 118,944 120,141 
Tomatoes .. os 25,705 30,239 29,329 
Lentils oT re 1,725 1,739 1,698 
Flax.. va Pt 2,475 3,100 2,311 
Corn as or 3,280,289 3,231,384 3,112,274 
Potatoes .. oa 14,542 17,505 15,116 
Tobacco... - - + 15,740 16,665 17,792 
Wheat ‘i a 520,590 530,675 519,070 


The area under cultivation of 15 of the crops decreased, 
that of the remainder increased. In 1928 the total 
number of hectares under cultivation, as is shown 
above, was 5,609,723 (roughly 14,000,000 acres). 

According to recent calculations, the total area under 
cultivation in the country is 14,000,000 hectares 
(35,000,000 acres), or approximately 7%. Mexico has 
20,000,000 hectares (50,000,000 acres) of land capable 
of being made productive without the aid of costly 
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irrigation works, and 40,000,000 hectares more 
(90,000,000 acres) which would require irrigation to be 
made fruitful. Consequently, the agricultural possi- 
bilities of Mexico are very great, particularly so in regard 
to tropical produce. 

Up to the present, regardless of its innate resources, 
Mexico has not grown sufficient food to feed its own 
population. Corn and wheat especially have to be 
imported. For during the years 1926, 1927 and 1928 
Mexico bought 19,319,564 pesos worth of wheat and 
10,319,564 pesos worth of corn. 

On the other hand, there is a constant export of 
various agricultural products, principally rice, coffee, 
fruit and vegetables, which in the three years referred 
to amounted to 6,081,850 pesos worth of rice, 87,587,609 
pesos worth of coffee and 115,837,874 pesos worth of 
fruit and vegetables. If the years 1926 and 1928 are 
compared, exports of rice show a decrease of 19°75%, 
but exports of coffee have risen by 50°05%, and exports 
of fruit and vegetables by 52-83%. 

Since 1920 efforts have been made to make cultivation 
more productive by the introduction of new methods 
and the use of modern machinery. Antiquated wooden 
ploughs are gradually being replaced by iron ploughs 
and tractors. The roads constructed in recent years 
also have stimulated production by increasing the 
rapidity of communication between the centre of pro- 
duction and the consumer. In the past four years 
eight agricultural schools have been established in 
various parts of the Republic, with the object of 
instructing small farmers in modern agrarian technique. 
It is intended to increase the number of these schools 
as rapidly as the financial resources of the government 
will allow, for they contribute to the progress of farming 
in the country. 

The establishment of credit facilities with the object 
of encouraging farming is another factor to be taken into 
account in this connection. The National Farm Credit 
Bank, with a capital of 20,000,000 pesos, the greater 
part of which was contributed by the government, was 
founded in March, 1926. On December 31 last the 
Bank’s loans amounted to 39,545,944-39 pesos, of which 
75°72% was lent to individuals, and 24-28% to local 
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credit societies composed of small farmers. Mention 
should also be made of the foundation of eight small 
regional agricultural banks, of a co-operative type, which 
are rendering important service to the peasant farmers 
in the districts in which they operate. 

Finally, mention must be made of the federal 
irrigation works which have been under construction 
since 1925. There have already been completed three 
important dams and reservoirs, by which 89,000 hectares 
(222,000 acres) of hitherto uncultivated land will be 
irrigated. When all of the projected systems are com- 
pleted—work upon the majority of them is now in 
progress—144,000 hectares (360,000 acres) more will be 
ready for cultivation and water will be supplied to 
99,000 hectares (247,000 acres) which now depend upon 
rain. Consequently, the total of fresh irrigated land 
which soon will be ready for the plough is 332,000 hec- 
tares (830,000 acres). 

According to expert opinion, at the completion of these 
works Mexico will no longer have to import corn and wheat. 
The estimated annual production of wheat in the irrigated 
zones is 178,200 tons, and of corn 362,800 tons. 

The government of Mexico fully appreciates that the 
prosperity and progress of the country rests upon the 
prosperity and progress of its agricultural industry. 
For this reason its economic policy is directed towards 
the purpose of stimulating in every possible manner the 
development of agriculture even at a sacrifice in other 
ways. 





The Railroads of Mexico 


By Ing. Lorenzo Perez Castro 


ESPITE the vicissitudes of its agitated political 
D life and the great physical difficulties offered by its 
terrain, the Republic of Mexico has not neglected 

the construction of railways, an indispensable means of 
communication among a people dispersed over so vast 
anarea. For the Federal administrations of the country, 
regardless of prejudice of time, and in spite of the 
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material difficulties with which they were compelled to 
cope, have always concerned themselves with the 
development of railroads. 

In Mexico it is a popular legend that one of the 
Presidents, Lerdo de Tejeda, openly expressed himself 
to be in opposition to the construction of railways from 
the Republic to the United States, on the ground that 
the desert should be permitted to remain as a buffer 
between the weakness of Mexico and the strength of its 
northern neighbour. There seems to be no serious 
foundation for the legend, to which no historical value 
should be attributed. Jose Yves Limantour, who for 
many years was Finance Minister and who conceived the 
idea of forming the National Railways of Mexico, in 
argument before the Chamber of Deputies maintained 
that the principle which should govern Mexico in its 
relations to other countries was not that of Lerdo de 
Tejeda, but the principle that between strength and 
weakness there should only exist right and justice. 

It is well known that the first railway to be successful 
commercially was the Liverpool-Manchester Railway of 
1832. It was only five years later, in 1837, that the 
Government of Mexico granted the right to construct 
from Vera Cruz to Mexico City the first railway in that 
Republic. In 1842, a tax was levied for the construction 
of this line. The results were not satisfactory, for when 
the tax was abolished, in 1849, only four kilometres had 
been laid, between Vera Cruz and the San Juan river. 
The Government took over the work, and by 1850 had 
finished thirteen kilometres, which carried the line to 
El Molino. This constituted the first link in our present 
railway system. 

It should be noted that early in the history of railway 
construction in Mexico the principle of State control was 
adopted, as indeed in all public works; in contrast to 
the prevailing idea in Anglo-Saxon countries, in which 
individual initiative was given complete liberty to estab- 
lish these services. As a consequence of the dominant 
theory in Mexico, three principles were established there : 

First——Railroads could be constructed only under 
concessions granted by the Federal Government. 

Second.—Only the Federal Government had power 
to grant such concessions, although local or State Govern- 
D p** 








366 THE BANKER 


ments might permit railroads to be built within the limits 
of their jurisdictions. 

Third.—Financial aid was extended by the Federal 
Government both by subsidies and by exemption from 
certain forms of taxation. 

In exceptional cases the subsidies took the form of 
gifts of public lands, following the example of Canada 
and, in some cases, the United States, but these instances 
were rare. As a general rule in Mexico, the subsidies 
were covered in cash, obtained by issuing bonds. 

The first important line finished was the road from 
Vera Cruz to Mexico, which was opened in 1876 by 
President Lerdo de Tejeda. During the period from 
1876 to 1880 consideration was given to a plan for 
extending concessions to State Governments. The idea 
was that the separate links to be laid should be joined 
together in a national system; but this project was not 
successful. 

It may be said that the heroic age of railway building 
in Mexico began during the latter half of 1880. The soul 
of the new policy then inaugurated by the Federal 
Government was General Carlos Pacheco, Minister of 
Fomento, a man of great initiative, ample vision and 
indefatigable energy. In September of that year con- 
cessions were granted for two important lines, the 
Mexican Central and the National of Mexico (but this 
name was not given to the latter until the commencement 
of the present century). These systems connected Mexico 
City with the United States. Both, especially the Central, 
had extensive branches, and with the Mexico City-Vera 
Cruz line, formed what may be called the backbone of 
the entire Mexican railway system. 

Between Mexico City and Vera Cruz there are two 
tracks, a broad-gauge, which, as has been said, was the 
first line completed in the Republic, and a narrow-gauge. 
The first is named the Mexican Railway, but usually 
called the Orizaba route. The second is known as the 
Interoceanic Railway, or the Jalapa line. It consists of 
various portions which were constructed separately and 
afterwards merged into one company. And its title 
derives from the original plan to extend the track from 
ocean to ocean, with its western terminus at the port of 
Acapulco, on the Pacific. 
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When the concessions for building the principal lines 
were given, the Government lacked the funds with which 
to make the subsidies. There were times when the 
Government, without a peso in the treasury, signed con- 
tracts binding itself to pay large sums to the builders. 
Nevertheless, the men who. bound the nation to these 
agreements had complete faith in the future. They were 
confident that the railways would develop the resources 
of the country, and that the Government could comply, 
as it always did, with its obligations ; they were certain 
that when these obligations matured there would be 
money with which to meet them. 

Shortly after the completion of the old Central and 
National railroads another line was completed. This 
latter was important, not alone on account of its mileage, 
but as being the only railway in the country of its length 
which was built without a Government subsidy. Unlike 
the other railways, Mexico City was not one of its ter- 
minal points. It was known as the old Mexican Inter- 
national Railroad, and ran from the United States border 
to the city of Durango. The original intention was to 
reach tidewater at Mazatlan, but the track was never 
completed. It connected with the Central at Torreon, 
a great industrial, commercial and agricultural centre. 

During the same time there was built the Sonora 
Railway, between Nogales, on the northern frontier, and 
the port of Guymas. It had no connection with the main 
trunk routes of the Republic, and was designed prin- 
cipally as an outlet to the Gulf of California for the Santa 
Fe system of the United States. In time it was trans- 
ferred to the Southern Pacific, another American com- 
pany, and became the nucleus of the present Southern 
Pacific of Mexico system, which traverses a great part 
of the west coast of the Republic and connects with the 
National Railways of Mexico at Guadalajara. 

There is another project to join the Mississippi valley 
with the nearest Pacific port, Topolobampo, Mexico, by 
means of the Kansas City, Mexico and Orient Railway. 
But, because of constructional difficulties through the 
mountains between the Mexican States of Chihuahua 
and Sonora, the track has not yet been completed to 
Topolobampo. 

About the time that railway construction in Mexico 














THE BANKER 





368 


was at its height, the peninsula of Yucatan, which lies at 
the extreme south-east of the Republic, developed its 
own railways, which at present are not connected with 
any of the lines in the remainder of the country. 

It was also in the same period that work was begun 
on the interoceanic line across the isthmus of Tehuante- 
pec, in spite of the extreme difficulties which at that time 
beset railway construction in the tropics. From the early 
days of the Spanish conquest the question of establish- 
ing communication by canal or otherwise between the 
Gulf of Mexico and the Pacific had been discussed and 
studied. Between 1880 and 1890, a time of activity in 
railway construction, a daring project to lay a trans- 
Tehuantepec railway, on which ocean craft might be 
transported bodily without trans-shipping cargo, was 
advanced by Captain Eads, the distinguished American 
engineer, who built the first bridge across the Mississippi 
river, and is famous as the improver of the channel of 
the lower Mississippi by the construction of jetties. It 
was urged for this scheme that it would obviate the 
necessity of joining the Atlantic and the Pacific by a 
canal, either at Panama or Tehuantepec. 

It was in the early years of this century apparent 
that various strong American syndicates were 
manceuvring to dominate the principal railway lines of 
Mexico. One syndicate obtained control of the Mexican 
National and also of the International. But as neither 
of these lines had an ocean terminal, efforts were made 
to gain a tidewater outlet at Vera Cruz by obtaining 
control of the Interoceanic Railway by means of a pur- 
chase of outstanding bonds. At this point Finance 
Minister Limantour decided that the consolidation con- 
stituted a danger to the country, and the Mexican 
Government entered into competition with the syndicate. 
As a result, the Government purchased the bonds in 
question and, later, control of the Interoceanic by a 
purchase of stock. This step opened the way for the 
acquirement by the Government of other lines and the 
organization of the present system of the National 
Railways of Mexico. 

In such a manner fears of the domination of the rail- 
way in Mexico by any foreign corporation were made 
groundless. But, to render assurance doubly certain, the 
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The Mexican Light and 
Power Company, Limited 


(Incorporated under the Laws of the Dominion of Canada 
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Directors. 
MILLER Las, K.C., Chairman. 
G. R. G. Conway, M.Inst.C.E., President. 
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WALTER Gow, K.C. Rr. Hon. Sir THomas 
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A. P. Horr. E. R. Woop. 


Managing Director. 
G. R. G. Conway. 


General Manager. 
W. H. FRASER. 


Secretary. 
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HE Mexican Light and Power Company, Limited, was organised under 
Tix laws of the Dominion of Canada in the year 1902 in order to develop 

electrical energy from the waters of the Necaxa River, which runs through 
the northern part of the State of Puebla, Mexico. Shortly after its incorpora- 
tion the Mexican Light and Power Company, Limited, acquired control of two 
companies known as the Mexican Electric Works, Limited, and the Mexican 
Electric Light Company, Limited, the latter company having previously 
acquired the properties of the Compajiia Explotadora de las Fuerzas Hidro- 
Electricas de San Ildefonso, S.A., and the Mexican Gas and Electric Light 
Company. 


Construction work on the Necaxa project was commenced in the year 1903 
and in 1905 two generating units, each of 8,200 H.P., were placed in operation. 
The Necaxa plant has gradually been extended and now consists of nine units 
with a total capacity of 108,000 H.P. The water for the generation of this 
power is obtained from the Necaxa River and from twenty-five (25) other 
streams which are diverted by means of a tunnel and system of canals of a 








THE MEXICAN LIGHT AND POWER COMPANY, LIMITED.—continued. 


total length of 38 miles, to five storage reservoirs having a total capacity of 
171,000,000 cubic meters. A second power plant known as Tepexic, which 
utilises the waters discharged from the Necaxa Plant, was constructed as part 
of the main system, in the years 1922 and 1923 and now contains three units 
with a total capacity of 60,000 H.P. A small automatic plant of 7,570 H.P. 
was added to the Necaxa system at Texcapa in the year 1928 thus bringing 
the total generating capacity of this system up to 175,570 H.P. The Company 
also owns a hydro-electric plant in the State of Mexico near the State of Morelos, 
having a capacity of 12,000 H.P. and three small automatic plants situated 
fifteen miles north-east of Mexico City, which have a combined capacity of 
4,660 H.P. 


The Pachuca Light and Power Company—a subsidiary of the Mexican 
Light and Power Company, Limited—also operates three small plants with a 
capacity of 12,770 H.P. in the State of Hidalgo and the Cia. de Luz y Fuerza 
Electrica de Toluca, S.A., which was recently acquired by the Mexican Light 
and Power Company, has several generating plants of a total capacity of 
8,664 H.P. 


An emergency steam plant was constructed in Mexico City and completed 
in the year 1928, which has a capacity of 30,000 KW. 


The generation of the Company’s plants in the year 1903 amounted to 
25,000,000 Kilowatt-hours. In the year 1929 the generated output amounted 
to 660,105,477 Kilowatt-hours and the bulk of this energy is distributed in 
Mexico City and in the Pachuca Mining District. 


In 1927, a subsidiary company of the Mexican Light and Power Company, 
Limited, known as the Cia. de Fuerza del Suroeste de Mexico, S.A., (Mexican 
South-western Power Co.) commenced work on a new hydro-electric develop- 
ment on the Lerma River in the State of Michoacan. A dam has been con- 
structed across the river which has a storage capacity of 200,000,000 cubic 
meters and a height of 38-5 meters above the river bed and will later be increased 
in height to 44 meters to impound 500,000,000 cubic meters. 


The waters stored by this dam after passing through the Company’s hydro- 
electric power plants will be used for irrigation projects to be carried out by 
the Mexican Government in the States of Michoacan and Guanajuato. Two 
units each of 34,000 H.P. capacity are now being installed and provision is 
being made for the future installation of two additional units. The energy 
from this plant will be transmitted to the Company’s receiving station in 
Mexico City and will be distributed from this station together with energy from 
the other generating plants. 


The Company now supplies electric energy over a district 190 miles East 
to West and 125 miles North to South and in addition to the Federal District 
large parts of the States of Mexico, Michoacan, Guerrero, Hidalgo and Puebla. 
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Government later completed its holdings by obtaining 
a majority of the shares of the Central Railway. And 
so, by 1907, the existing system, which has a length of 
11,500 kilometres, without including branch lines, was 
created. 

Because of difficulties presented by peculiarities of 
its organization, the Interoceanic was not included in 
the merger, but continued to subsist as an independent 
company. It is, however, operated under contract by 
the National Railways, and has 1,700 kilometres of track, 
including that of the Mexican Southern Railway, 
between Puebla and Oaxaca, which is under lease. 

The fundamental idea which governed the merger 
was that, while the Mexican Government should obtain 
control of all of the lines mentioned, it should not inter- 
vene in their management. For this reason the National 
Railways of Mexico were organized as a private corpora- 
tion, of which the Government merely owns a majority 
of the shares, and were operated under the system with- 
out difficulty until the revolution. At the end of 1914, 
however, the Government took over the lines and 
managed them directly until January 1, 1926, when both 
the National lines and the Interoceanic were returned to 
the company. But the eleven years of official admini- 
stration, together with the political disturbance period, 
had seriously affected the railroads. They were 
partially disorganized, and the debt service had been 
suspended. For this reason the Federal Government, 
which, by virtue of the constitution of the company and 
of the exchange of shares by which it obtained control, is 
the guarantor of the second mortgage bonds, appreciat- 
ing its necessity and despite the enormous difficulties 
attending it, proceeded firmly and decisively to carry out 
a radical reorganization. 

The negotiations which recently were carried out so 
successfully in New York with the group representing 
the creditors of the railways, and which, for Mexico, were 
controlled by the Finance Minister and with the help of 
the president of the company, marked one of the decisive 
steps in this reorganization policy. . . . The men 
who conduct the railways are animated by the same faith 
in the future of the country and in the vitality of its 
railway system that in past times inspired the representa- 
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tives of the Government who initiated and carried to a 
successful conclusion their great tasks—tasks which, to 
most of their contemporaries, appeared to be impossible 
of realization. 

This reorganization will be carried out by those 
to whom it has been entrusted energetically and abso- 
lutely disinterestedly, and with a complete regard to the 
necessities of the country and the interests of the 
National Railways of Mexico ; the system of which, with- 
out including the Interoceanic Railway and its sub- 
sidiary lines, includes 55 per cent. of the total railway 
mileage of Mexico and serves the most productive and 
densely populated portions of the national territory. If 
one compares the history of all similar battles for pro- 
gress, one can rest assured that, sooner or later, the 
reorganization and financial house-cleaning which is 
now in progress in the National Railways of Mexico will 
be completely satisfactory. 


Road Building in Mexico 


By Ing. Leon Salinas 


HE perfection of the internal combustion engine 
and the motor car have made of motor roads 
one of the principal lines of communication and 
an open competition with the railways. Over the whole 
world the necessity of good roads is being realized, and 
nowhere more so than in Mexico. It could hardly be 
otherwise, since the country is in a period of intense 
political-economic transformation, and moreover will 
support its government by translating into practice any 
scheme for the common good which its government 
puts forward. 

Undoubtedly for a long time to come the railways, 
with their speed of transportation and their high capacity 
to handle traffic, will not only be most suitable for handling 
great volumes of freight over extensive distances, but 
will continue to transport small quantities of merchandise 
and passengers for short distances. But the use of 
automobiles for this class of traffic is, and probably will 
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be, simpler and cheaper than the railways. Larger 
farmers can choose between the railways and the motor 
roads, but the small farmer, the small merchant and 
the small miner, working on limited capital are usually 
unable to complete a cargo unit with their own goods, 
since the capacity of an ordinary freight truck is from 
25,000 to 50,000 kilos. And there is naturally a difference 
in freight rates on truck quantities and on shipments of 
lesser size. Small scale producers are not able to 
take advantage of the lower freight rates and find 
themselves handicapped in their competition with large 
shippers. Consequently, the system of automobile trans- 
portation, with its reduced freight capacity and lower 
maintenance charges, offers the small producer or shipper 
rapid transportation to markets of immediate consump- 
tion at lower rates than the railways can quote; and, 
incidentally, offers him an opportunity of realizing more 
quickly what he has to sell. 

Therefore the programme for developing small land- 
holdings in Mexico necessarily involves quick and cheap 
transport facilities to the small farmer. Without this 
aid, his profits are reduced; and he is obliged to sell 
his crops at low prices to middlemen and speculators, who 
can ship in large quantities and obtain low freights. 

The federal government found itself, consequently, 
in the position of being obliged to construct roads with 
which to meet the necessities of the country within the 
least possible time. But the ordinary revenue, although 
sufficient to cover the normal expenses of the government, 
was not sufficient to enable it to complete even a con- 
servative programme of road building, much less of a 
system uniting all of the various state capitals, to say 
nothing of two routes at least tapping the most important 
ports on both coasts and the northern and southern 
frontiers. A resort to borrowing was impracticable, for, 
owing to the civil war, it was not possible to obtain 
money on favourable terms, and money invested in 
roads would bring no immediate return. 

In view of this, at the beginning of 1925 the govern- 
ment proposed to build roads by means of a tax imposed 
directly upon those who used the new highways. There- 
fore a tax of three centavos a litre was levied upon the 
gasoline produced in Mexico. But, as this tax was not 
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sufficient to cover the initial expense of construction, it 
was augmented by a special tax upon tobacco. The 
first contract, involving an expenditure of 12,000,000 
pesos, was placed. Viewed largely as an experiment, for 
the purpose of gaining experience, constructional activity 
was concentrated upon establishing communications 
between the most important centres of population, 
between producers and consumers. In part, also, the 
cities of Mexico, Puebla, Pachuca and Monterrey were 
connected, in order to increase speedily the consumption 
of gasoline and thereby increase the yield of the tax 
to a figure which would make it possible to develop 
another road-making programme by the speedy construc- 
tion of a skeleton federal road system and by encourage- 
ment to local authorities to build roads. The results 
lived up to expectations, for the receipts from the gasoline 
tax increased appreciably, as may be seen from the 
following table :— 


Years. Tax Receipts. 
1925 .«. - “s os --  3,179,142.45 pesos. 
1926 .. as < ei -» 5,394,361 .32 
1927 .. = on oe -»  5,772,219.34 
1928 .. as - ry ..  6,579,713.60 
1929* .. os es - -. 10,371,497.09 


31,296,933 .80 


Owing to the fact that the fiscal system of the 
country does not permit fixed taxes to be applied to 
special purposes, from 1926 a yearly item of 12,000,000 
pesos for roads was included in the budget, and the 
tax upon gasoline manufactured in the country or 
exported was applied to offset this item. 

It may be said, that at the beginning of 1925 there 
were in all Mexico no roads serviceable at every season 
of the year excepting 54 kilometres of road from Mexico 
to Toluca, and 68 kilometres from Mexico to Cuernavaca. 
In addition, there were isolated sections of the road from 
Cuernavaca to Acapulco, which totalled not more than 
150 kilometres. But traffic upon this road was very 
slight, owing to difficulties of route and gradient and 
bad surface. 

The government, as has been said, attached especial 


* In 1929 the tax was increased from 3 to 4 centavos a litre. 
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importance to the opening of roads suitable for motor 
car and truck traffic, and created a National Road 
Commission with sufficient powers to quicken the pace 
of the building programme, by cutting red tape and 
doing away with the delays and difficulties inherent in 
every bureaucratic organization which of necessity has 
to function within the complex administrative organism 
of any government as a mere piece of a great machine 
without any initiative of its own or of possibility of 
independent action. 

From the beginning the National Road Commission 
adopted an experimental programme, based firstly 
upon the expediency of providing roads suitable for 
motor traffic, of as great length as possible between the 
principal centres of production and consumption, and 
upon the necessity of augmenting and stabilizing the 
revenue from the gasoline tax by the speedy opening 
of highways, and upon the conception of an integral 
plan of highway improvement which would conform with 
the requirements of traffic. With this object preference 
was given to the construction of the roads from Mexico 
City to Puebla, Pachuca and Acapulco, and from Nuevo 
Laredo to Monterrey. The Commission began its work 
in September, 1925. Eight months later, in May, 1926, 
traffic was opened on the 135 kilometre road from 
Mexico to Puebla, on the 95 kilometre highway from 
Mexico City to Pachuca; and notable improvements 
had been accomplished on approximately 200 kilometres 
of the route from Cuernavaca to the Amacuzac river and 
from Iguala to Acahuizotla. Of the road from Nuevo 
Laredo to Monterrey 100 kilometres was in service. 
And altogether some 330 kilometres of road were in use, 
a total greater than had existed in the country in 1925. 

As mentioned above, in order to insure the develop- 
ment of the first part of this programme the government 
decided to expend on the first contract 12,000,000 pesos. 
This appropriation permitted the purchase of machinery 
suitable for rapid work at the lowest cost; and also 
insured the continuity of operations for a year, at the 
end of which time it was expected that the progress 
accomplished would show some results. 

Possibly this method of procedure was not so economical 
as it might have been; but in the case of the initiation of 
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new public works of exceptional importance, generally 
the most effective measure is to go ahead and build, 
regardless of the inertia which delays all accelerated 
movement. 

In July, 1926, before the lapse of a year, traffic on 
the roads to Pachuca and Puebla had increased to such 
a degree that it was necessary to replace the original 
dirt surfacing with a more durable one, for the average 
daily traffic on the Puebla road had grown from four 
or five motors to 80, and that on the Pachuca road to 50. 
Consequently, between August, 1926, and April, 1927, 
200 kilometres of these roads were resurfaced. 

The acquirement of the necessary machinery for 
opening up the trunk roads which crossed the country 
from north to south, from Nuevo Laredo to Acapulco, 
and the prospect of beginning the roads to the north- 
western and the south-eastern sections of the country; 
the awakening of interest in road building among all 
classes; the commendation bestowed upon its work and 
the manifestation of the signs which always accompany 
the success of a new enterprise that is developed on a 
grand scale, enabled the Commission to improve its 
methods for the creation of a national road system, to 
study the routes needed to complete the main links 
throughout the national territory, to regularize its own 
administration in the physical construction of the roads, 
to make better contracts, to reduce costs and to direct 
the development of the system in accordance with the 
economic and strategical policy of the government, of 
extending the benefit of this important public improve- 
ment to the entire country. 

Now, five years after the inauguration of its pro- 
gramme, the government is pleased to be able to show 
the world the following results of its efforts :— 


National roads opened to traffic .. 2,500 kilometres. 
Local roads opened to traffic * 800 __,, 
National roads under construction 5.300 =, 
Projected minimum of national roads 9,200 ,, 
Amount expended on national roads 35,000,000 pesos. 
Amount expended for machinery .. 5,000,000 __—", 

Cost per kilometre, 1926... as I0,000 _,, 


Cost per kilometre, 1930. . ae 7,000 ,, 
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Some Single Storey Banks 
By Professor C. H. Reilly 


NE of the most difficult problems banks set their 
C) architects is the little lock-up branch bank in 

the new suburbs, which can only be one storey 
high. These little buildings are really of less height than 
the small shops or workmen’s dwellings which surround 
them, yet they have to maintain a dignity worthy of the 
institutions they represent. It is really the problem of 
the black-coated clerk living among day labourers in 
another form. Studying a number of these little build- 
ings, I have come to the conclusion that the best solution 
is given by the little building of great refinement, rather 
than by the one which apes the manner of a larger 
structure. The little self-contained building, which, by 
its general restraint and delicacy of its detail, suggests 
a higher purpose than that of its neighbours, but does 
not attempt to dominate them by any parade of classical 
motives, is an enhancement to a neighbourhood which all 
can welcome. We will start this month with two 
excellent examples of this, both Lloyds branches. 

The first I select is the branch on the Chesterton 
Road at Cambridge, by Mr. Sidney French, architect of 
that town. This little bank is situated on a corner site at 
the angle between two roads. The architect has wisely 
cut off the curved nose of the angle, allowing the foot 
pavement, however, to run round from one road to the 
other. By cutting off the corner and placing his building 
back instead of curving it round the corner to follow 
the foot pavement, he has not only provided the bank 
with a straightforward little building strongly and 
squarely facing the corner, but has given his building the 
distinction of having a little oval of grass in front of it 
surrounded by posts and chains. This little green patch 
in front of the red-tiled red-brick bank is very valuable 
in enhancing the bank and its position, and if it is the 
architect’s idea, as I assume, the bank directors should 
be very grateful to him for it. 

The bank itself is not big enough to fill up the full 






— Ne TT te 








eee eae ne 
0 ree pete 








SOME SINGLE STOREY BANKS 379 


width of the chord drawn across the curve as the new 
frontage, but this again the architect has turned to 
advantage. He has filled in the rest of the frontage 
with a plain brick wall on either side, and these two 
flanks of brick wall ending in slight piers give great 
breadth to his composition. Without these flank walls, 
it will be realized at once the bank building itself might 
seem a little thin and small for its position. Further than 
this, the architect at the end of each of these flanking 
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1 [Sidney F 
BRANCH AT CHESTERTON ROAD, CAMBRIDGE, LLOYDS BANK 
LIMITED 


walls has erected an oak post with a sign giving the 
name of the bank. These two signs complete the com- 
position and also serve the valuable purpose of drawing 
attention to the existence of the bank to anyone 
approaching the corner by either of the roads. Having 
set its building back both for the public’s good, for 
motorists can now better see round the corner, and for 
its own dignity, the bank has every right and reason 
for these two unusual sign posts. 
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The actual building is a very pleasant mass, with a 
central portion with a hipped roof and two wings, also 
with the roof hipped back. With this form of roof and 
with its central door and the balancing Georgian 
windows, the building has, as is very proper, a 
thoroughly restrained self-contained look. Its most 
striking feature is the white painted frieze which holds 
it all together and on which “ Lloyds Bank Limited” 
appears in excellent letters. Echoing this frieze at the 
base of the building is a good stone plinth. This and 
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Architects] Buckland and Haywood 
BRANCH AT OLTON, BIRMINGHAM, LLOYDS BANK LIMITED 


the architrave and head to the door are the only stone 
features. The rest is pleasant-looking brickwork, with 
good white joints contrasting well with the ribbed Roman 
tiled roof. Altogether this is a first-class little job, on 
which all concerned are to be congratulated. 

The other good solution of this problem of the small 
one-storey bank is Lloyds bank at Olton, Birmingham, 
by the well-known firm of architects, Messrs. Buckland 
and Haywood of that town. One expects something good 
from them, and one is not disappointed. This little 
building appears to be still smaller, but it is given a very 
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strong appearance by three things, first the suggestion 
of massiveness the architects have very cleverly given 
to their brickwork by the width of their mortar joints, 
by projecting string courses and by the recesses within 
which they have set their windows. Then the roof, too, 
has been given a very solid appearance by hipping it 
back at all the corners and by raising it above the stone 
cornice and finishing it with a strong band of vertical 
lead. Thirdly, the massive monumental stone entrance, 


Architect [Herbert J. Rowse 
BRANCH AT CHILDWALL, LIVERPOOL, LLOYDS BANK LIMITED 





with its columns and pediment, adds to this effect, though 
I feel for so small a building it was a dangerous thing 
to attempt. It might so easily have been pompous and 
rather loud. However, it escapes that by its excellent 
and refined detail. If this doorway had been a little 
clumsy, the effect would have been disastrous. Here, 
on the other hand, it is distinctly pleasant, and gives, 
I suppose, exactly that air of superiority banks desire. 
To finish the Lloyds examples first, here is a third 
one, from a Liverpool suburb, by Mr. Herbert Rowse. 
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In this the architect has done exactly the reverse of our 
first example, and has bent his building round the curve. 
No doubt his site was not deep enough to allow him to 
do anything else. I have often noticed this little bank 
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ANOTHER VIEW OF THE CHILDWALL BRANCH, LLOYDS BANK 
LIMITED 





at Childwall, and very pleasant it is in spite of its bulbous 
shape. This is due to the good bricks and the excellent 
details, which show considerable thought and care. The 
two semi-circular headed windows and the door of the 
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same height make a pleasing composition, and both the 
door and windows have interesting and rather unusual 
detail, as the relief of a vase and two wreaths on the 
tympanum of the former and the little acroterium with 
which the centres of the transoms of the windows are 
finished. The lettering on the windows of this bank is 
particularly good, and shows the hand of an artist. It 
is worth examining with a glass and contrasting with 
that on the bronze panels on either side of the door, 
which is satisfactory, but has nothing like the grace of 





Architects] [Searle and Searle 


BRANCH AT BEDFORD SOUTH, WESTMINSTER BANK LIMITED 


the other. It will be seen, too, from the larger photo- 
graph how well the pavement in front of the bank is 
finished, with its panels of brickwork and posts and 
chains. 

We now turn to an example of the Westminster Bank 
in South Bedford. Here the one-storey bank has to 
live next to two-storey shops. The problem is, therefore, 
how not to make the bank with its larger scale look 
clumsy. I confess it seems to me it could have been 
better solved by more refined detail. The idea of a 
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strong brick band above the windows to take the name 
was good, as was that of a parapet above it, with panels 
heightening the front and so reducing the amount of 
the roof which shows. But everything here, good in 
original intention, has been detailed too coarsely. The 
windows have coarse bars, the stone doorway is too 
complicated and solid looking for the size of the front, 
and is not relieved by fine drawing, as was that of the 
Birmingham example, and, worst of all, the name of 
the bank itself on its raised stone panel is coarsely done. 
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Architects] [Kitching and Company 
BRANCH AT BILLINGHAM, BARCLAYS BANK LIMITED 


On the other hand, the three little carved keystones to 
the arches are so small and delicate that they are in 
quite a different key. I understand that the doorway will 
shortly be set back when a street-widening scheme takes 
effect. 

The last two examples, one good and one not so good, 
are of Barclays. The good one is a little branch at 
Billingham, which seems to have very pleasant brick- 
work. The door, with its wooden architrave and head 
and the wooden cornice, all appear too dark in the photo- 
graph, but that is probably due to the colour they have 
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been painted. The white plaster frieze, too, in contrast 
appears too hard. This frieze is really made delicate 
with a raised panel, on which the name of the bank 
appears in fairly good letters. I know, a few years.ago, I 
praised these letters of Barclays, and they were then 
a great improvement. Now the standard of lettering 
has gone up, and it is time, I suggest, they had some 
new ones designed, of the standard, say, of the lettering 
of Messrs. W. H. Smith and Sons, designed by Mr. Eric 
Gill, the sculptor, but on the same Trajan model as these. 





BRANCH AT ST. PETER’S STREET, IPSWICH, BARCLAYS BANK 
LIMITED 


The architects of this little bank are Messrs. Kitching 
and Company. 

The second not-so-good example is the St. Peter’s 
Street, Ipswich, branch. This seems to me to be the 
little thing pretending to be big, the pug dog posing as 
a mastiff. Here is a small one-storey bank on a corner 
site, with two stone pylons, each with pilasters, entabla- 
ture with very heavy cornice, and a raised blocking to 
each front. This heavy stone cornice, suitable to a 
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building three times as high, is carried round both fronts, 
and, with its frieze and architrave, with the help of 
the stone architraves to the windows, almost obliterates 
the brickwork of which the building is supposed to be 
built. In theory, this is a brick building decorated, or 
dressed, as architects say, with stone. Asa matter of fact, 
the stone dressing is so heavy and elaborate that it 
overwhelms the brickwork instead of decorating it. All 
this, too, has been put up, to judge from the photographs, 
among cottage property. It seems a pity and a rather 
expensive one. 


“*Twixt Lombard Street and Cornhill” 


In commemoration of the opening of the new Head 
Office, certain members of Lloyds Bank staff have pre- 
pared an illuminated book, describing graphically 
a series of historic episodes which occurred on the site 
now occupied by the Bank. Starting with an imaginary 
interview between a British chief and a Phoenician 
trader, the authors introduce their readers to the Roman 
Curator, the Saxon moneyer, the Lombards in the days 
of Edward IIf, the merchants of Elizabethan days, the 
“keepers of running cashes” in the days of the Merry 
Monarch and the Great Fire, the speculators of South 
Sea Bubble fame, and finally to the bankers who are 
among the ancestors of Lloyds Bank itself. The illustra- 
tions and the illuminations in the margin of the text are 
particularly well done, and the authors are to be con- 
gratulated upon the whole spirit of their work, which 
comes as a worthy memorial to the important date in 
Lloyds Bank’s long and honourable history, which is 
marked by the opening of their new Head Office. 
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